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“_but we have made 
a small profit on the paper 
and string.” 
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F.vEN though results are not all they might be these days, 

and business and personal economies are called for, there 
are some economies which ore quite pleasant. Wearing your 
Henry Buck clothes a little longer, for instance. Although they 
may not be in their first youth, they still look what they 
always were . . . really good clothes. When the time comes 
for necessary replacements, remember that clothes with the H.B. 
Sign of Excellence represent true economy as well as distinction 
in appearance and material. 
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RENDER UNTO CAESAR 

“Then went the Pharisees, and took counsel how they might entangle 
him in his talk. And they sent out unto him their disciples, with the 
Herodians, saying, Master, we know that thou art true, and teachest the 
way of God in truth, neither carest thou for any man: for thou regardest 
not the person of men. Tell us, therefore, what thinkest thou? Is it lawful 
to give tribute unto Caesar, or not? But Jesus perceived their wickedness, 
and said, Why tempt ye me, ye hypocrites? Shew me the tribute money. 
And they brought unto him a penny. And he saith unto them, Whose is 
this image and superscription? They say unto him, Caesar’s. Then saith 
he unto them, Render therefore unto Caesar the things which are Caesar’s ; 
and unto God the things that are God’s. And when they had heard these 
words, they marvelled, and left him, and went their way.” 

The circumstances in which this advice was given were quite different 

from those existing in Australia to-day. The people of Judaea were 
oppressed by a foreign power. This oppression was principally made 
manifest by the taxation imposed by Rome on her conquered peoples. The 
mood of the times can be gauged from Feuchtwanger’s “Josephus” : 
+ The people of Judaea had appealed urgently to King Agrippa, who resided 
in Egypt, and implored him to mediate between the rebels and the Roman 
Government. The king rode post haste to Jerusalem resolved to address 
the people in person. Forcibly he pointed out how hopeless any rising 
against the Roman power would be. Had not all the nations in the world 
accepted the accomplished fact? The Greeks, the Macedonians, the Gauls 
and the Egyptians were ruled by a few thousand Roman soldiers. Against 
the Germans, well known to be more violent by nature than the most savage 
beasts, four legions sufficed, and in the whole tract beyond the Rhine and 
the Danube travelling was as safe as in Italy itself. King Agrippa spoke 
to his Jews as if they were ignorant children. Regarded objectively, the 
taxes that Rome demanded were not excessive. “Reflect that the city of 
Alexandria alone brings in more taxes in a month than all Judaea in a 
year. And does not Rome provide all sorts of services in return for those 
taxes? Has it not given you excellent roads, modern water supplies, and 
an expeditious and efficient administration ?” 

In Australia, and in other free democracies, taxes are not paid to a 
despotic power, either local or foreign. We elect our members of Parlia- 
ment; these members impose the taxes, and they themselves must make 
their full and proper contribution. It would not be necessary to mention 
these homely truths but for the fact that there is excessive grumbling in 
the community at our taxation laws ard the weight of taxation. The 
invectives hurled against the taxation authorities, and the Treasurer and 
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Commissioner in particular, would lead one to think that these gentlemen 
were representatives of some foreign power instead of fellow citizens 
engaged in the task of collecting revenue for protecting us from enemies 
without and providing peace, order and good government within. 

Unfortunately, there is also clear evidence that a good many citizens are 
defrauding the revenue, and this at the most critical time in our history. 
I have heard the excuse offered that the money raised by taxation is not 
well spent. This,excuse for evasion is sheer hypocrisy. If we believe 
that money is not well spent, or that the weight of taxation is too severe, 
let us inform ourselves on the subjéct and instruct our elected leaders 
accordingly. But, whilst the law remains in force, let us obey it in spirit 
and in letter. For this we have divine authority. 

Readers may well ask why these remarks are addressed to a body of 
accountants through its journal, when that very body can claim with truth 
that, equal to any other class in the community, and more than most, it 
has obeyed the law. This is the fate of all preachers who keep to their 
tabernacles and do not seek out those in the lane, highway and open street. 
My object in addressing these remarks is to encourage the members of our 
profession in the stands so many have taken against tax thieves. Whether 
in private practice or as executives of commercial houses, accountants should 
be implacable in refusing in any way to aid or abet tax thieves. If the 
price of this attitude is the loss of a client or a job, let us pay that price. 

Let me conclude with the following extract from Linklater’s “Rabelais 
Replies” :— 

“There’s only one purpose in education, and that’s to develop what a 
child has in him, by giving information and understanding, so as to make 
him a living individual capable of enjoying himself as such, and of taking 
his proper place in a community. As an individual, he ought to enjoy life, 
as a member of a community he must serve it.” 

If we as accountants are strong in our resolve to do all in our power to 
prevent evasion of the revenue laws, we shall, as individuals, enjoy life, and 

as members of the community serve it. 


SINKING Funp DEDUCTION IN RESPECT OF PREMIUM PAID FOR A LEASE. 


The Board of Review has kindly supplied details of a recent decision 
under Sec. 88 of the Commonwealth Income Tax Assessment Act :— 


1. The taxpayer claims that in the assessment of his income for the year 
ended 30th June, 1942, he is entitled to a deduction of £200 which he paid 
in that year for the transfer to him of a lease. 


2. The subject land is a site in the railway yard of a certain country 
town, and the lease had been granted in 1935 by the Commissioner for 
Railways to “A” (a produce merchant) from whom the taxpayer, also a 
produce merchant, purchased it, together with a produce shed which “A” 
had erected on the site for £400. The consideration was not apportioned 
in the agreement for sale, but the taxpayer said in evidence that he informed 
“A” during the negotiations that he was paying £200 for the shed and £200 
for the lease, and the Commissioner admits that the taxpayer paid £200 for 
the lease. The purchase price was paid upon possession being given and 
taken in October, 1941, and the lease was formally transferred to the 
taxpayer in the next month, with the consent of the Commissioner for 
Railways. 

3. The agreement for the lease to “A” was made on the 19th March, 
1935, and recites that “the lessor agrees to let and the lessee agrees to 
take” the specified parcel of land “to be held’ by the lessee as tenant for 
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the period of one year commencing on the Ist February, 1935, at a yearly 
rental of £8 payable quarterly in advance on the first days of February, 
May, August and November of each year (the first of such payments to 
be made on the Ist February, 1935) to the lessor.” In the operative part 
of the agreement it was mutually agreed by the lessor and lessee (subject 
to immaterial reservations) as follows :— 

“... the tenancy hereby created shall be held to be and be construed as 
a continuing tenancy for year to year. Provided however that the lessor 
or the lessee may at any time determine the tenancy hereby created by the 
giving to the other three calendar months’ notice in writing of intention 
so to determine and in such case such tenancy shall absolutely cease and 
determine upon the expiration of such period.” 


4. The taxpayer is the holder of several similar leases (evidently of 
sites in the same yard) from the Railways Department, and he has held some 
of them for 12 or 13 years. He said that in his experience the department 
never interferes with such leases and that he fully expects the lease under 
consideration to continue for many years. 


5. As the sum in question was clearly the price of a capital asset and 
is therefore not allowable under Section 51 (1), the taxpayer’s objection 
is read (as was evidently intended) as a claim that it is allowable under 
Section 88 (1) which, so far as relevant, reads as under :— 


“88. (1) Where a taxpayer has paid any premium in respect of land 


used for the purpose of producing assessable income, 
and in the year of income— 
(a) he is the lessee of the land 


a proportionate part of the amount of that premium, arrived at by dis- 
tributing the amount proportionately over the period of the lease unexpired 
at the date when the premium was paid, shall be an allowable deduction.” 


6. The taxpayer, who appeared on his own behalf, did not address himself 
io the law: he admitted that he was not versed in it and that he had lodged 
his objection on the advice of his auditors. He suggested that, if the sum in 
guestion could not be wholly allowed in the assessment under review, it 
might be spread in some way over the years of the tenancy. 


7. For the Commissioner it was submitted that Division 4 (in which 
Section 88 appears). applies only to any lease for a definite period and has 
no application—and, so far as Section 88 is concerned, is incapable of appli- 
cation—to a lease, such as that under consideration, which is to continue 
indefinitely until determined by notice as provided. 


8. In this case it is evident that there is a tenancy from year to year 
upon the terms that it is for one year certain and thereafter from year to 
year until duly determined by notice. The common law as to the deter- 
mination by notice of tenancies from year to year is stated in Halsbury’s 


“Laws of England” (2nd Ed., Vol. 20, at pp. 130-131) as follows :-— 


“A tenancy from year to year is determinable by notice to quit, and 
the parties may enter into special stipulations both as to length of the 
notice and the time when the tenancy may be determined under it. In 
the absence of special stipulation or of special custom, a yearly tenancy 
may be determined by a half-year’s notice, expiring at the end of some 
year of the tenancy; and where there is a term specifying the length of 
notice required, in the absence of any such provision to the contrary, 
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such notice must be given so as to expire at the end of some year of 
the tenancy. 

“Where a tenancy is for a year or years certain and thereafter from 
year to year, notice to quit cannot, unless there is a stipulation to the 
contrary, be given so as to determine the tenancy at the end of the 
fixed term. 

“The effect of a term that the tenancy shall be terminable ‘at any time’ 
by notice of a certain length, is that such notice may be given for any 
date, notwithstanding that the date is not an anniversary of the commence- 
ment of the tenancy or a quarter day; but if the tenancy is a yearly 
one, such a term does not justify the termination of the tenancy prior 
to the expiration of the first year.” 


9. It is clear from this citation that the taxpayer’s lease when he 
acquired it was for an indefinite tenancy determinable by three months’ notice 
given by either party for any date and not necessarily expiring at the end 
of some year of the tenancy. This is how it is interpreted by the Railways 
Department. Where, as in this case, the lease continues beyond the first 
year, it is not a tenancy determining and recommencing every year. The 
tenant has a lease for one year certain, with a growing interest during 
every year thereafter, springing out of the original contract and parcel of 
it (ibid, at p. 124). Upon the same principle a weekly or other periodic 
tenancy does not expire without notice at the end of the week or period 
or at the end of each succeeding week or period, there being not a reletting 
at the beginning of the week or period, but a springing interest which arises 
and which is only determined by a proper notice to quit (ibid, at p. 145). 

10. It follows that the date upon which the taxpayer’s lease will expire 
is not ascertainable, and that therefore there is no ascertainable unexpired 


period upon the basis of which a deduction in respect of the sum in question 
can be calculated under Section 88 (1). The result is, perforce, that neither 
the whole nor any part of that sum is an allowable deduction. 


11. Whether or not Division 4 is only applicable to leases for fixed 
periods and whether or not the definition of “premium” includes con- 
sideration paid for the grant or assignment of other leases, it is necessary 
to conclude that Section 88 is inapplicable to any lease (such as a tenancy 
at will or from year to year) not granted for a term which is definitely 
calculable in the relevant year of income (although possibly it is capable 
of application to leases for a maximum period which may be determined 
within the period by the occurrence or non-occurrence of some specified 
event). It is reasonable to assume that such was within the contemplation 
of the legislature, for it is difficult to see how such tenancies could have been 
provided for in a way which would do justice as between the revenue and 
taxpayers. 

12. It is not necessary to decide whether Division 4 as a whole is in- 
applicable to tenancies of indefinite duration. It can, however, at least be 
said that there is nothing in the actual terms of Section 84 (as read with 
the definition of “premium”’) which excludes the application of that section 
to consideration received for the grant or assignment of such a tenancy, 
and that if it does so apply no injustice would result in view of the provisions 
of Section 85. 

13. The Commissioner’s representative quite properly—in our opinion— 
did not seek to make a point of the fact that Section 88 (1) literally 
prescribes a deduction of “a proportionate part of the premium.” It would 
be unreasonable to read those words as excluding a deduction of the whole 
of a premium paid for the grant or assignment of a lease for a fixed term 
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in a case where the period unexpired at date uf payment fell wholly within 
the relevant year of income. 
14. In our opinion, the taxpayer’s claim cannot be upheld. 


WHEN DivipENps ARE ASSESSABLE 


Under the English law (Sched. D, Case V) residents are assessed on 
income from foreign possessions. The appellant company was the beneficial 
owner of a number of shares in a corporation formed under the laws of 
the United States of America. On December 15, 1936, the American cor- 
poration declared a dividend, but by a further'resolution provided that the 
distribution of the dividend should be in the form of a certificate of 
indebtedness to the shareholders, payable on January 1, 1940, with interest 
thereon at a fixed rate until payment. The appellant company contended that 
it was assessable to income tax in respect of this dividend in the year in 
which the dividend was declared. 

Held: that the company was assessable in respect of this dividend in 
the year in which it was actually paid. In delivering the judgment of the 
Court (King’s Bench Division) Macnaghten, J., said: “In the computation 
of the profits of a trade or business, debts due in respect of the trade or 
business must, no doubt, be included; but dividends are not assessable until 
they are received. Dividends payable in future are not assessable until they 
become payable and are actually paid.” (Associated Insulation Products Ltd. 
v. H. Golder (H.M. Inspector of Taxes) [1944] 1 All E.R. 533.) 

Under the Commonwealth law, income tax is levied upon the taxable 
income “derived” by any person (s. 17) and income is deemed to be derived 
although it is not actually paid, but is reinvested, accumulated, capitalised, 
carried to any reserve, sinking fund or insurance fund, however designated 
or otherwise dealt with on behalf of or at the direction of the taxpayer 


(s. 19). Subdivision D of Division 2 of Part III of the Commonwealth Act 
contains provisions for the assessment of dividends, but here the word 
“paid” is used and not “derived.” “Paid” in relation to dividends includes 
credited or distributed (s. 6). 


Gratuities RECEIVED BY HorsE TRAINERS 

The High Court held in Bradfield v. F. C. of T. (1924) 34, C.L.R. 1, 
that a sum paid voluntarily by the owner of a race horse to a trainer in 
excess of his agreed remuneration was an assessable gratuity. 

The taxpayer was the trainer of race horses owned by himself. One of his 
horses won a certain race. The holder of a lottery ticket offered the tax- 
payer £1,000 if the horse won. The taxpayer did not include the sum so 
received in his income tax return. The Commissioner issued an amended 
assessment in respect of this sum on the ground that there had been an 
avoidance of tax due to evasion. 

The Board of Review held that if tax was avoided the avoidance was 
not due to evasion. It was not, therefore, necessary for the Board to decide 
whether or not the £1,000 was assessable income. The following is an 
extract from the Board’s decision on this point :-— 

“As to the £1,000 received from the sweepstake ticket-holder there 
was room for divergence of views as to its real nature. In this con- 
nection it distinguished the decision of Bradfield v. Federal Com- 
missioner of Taxation ((1924) 34 C.L.R.1). While it did not feel 
called upon to express a decided opinion as to the nature of the pay- 
ment (having found that the omission was not due to evasion), it 
inclined to the view that, in the circumstances, the payment was 
assessable income.” (10 C.T.B.R., Cas. 1.) 
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“CONTROLLING INTEREST’ WHERE THERE ARE TRUSTEE SHAREHOLDERS 

For the purpose of English excess profits tax a higher statutory percentage 
applies when the taxpayer is a company in which the directors have a 
controlling interest. A case arose where eight directors held between them 
in their own right 209,332 shares out of the total issued ordinary share 
capital of 500,000 shares. Three of the directors were the registered joint 
holders of a further 57,500 ordinary shares which they held as trustees of 
their sister’s marriage settlement. Under this settlement, subject to the 
interests of the sister, her children and issue, they had beneficial interests 
in the entire capital of the settled funds contingently on their surviving their 
sister. The ordinary shares were the only shares that carried voting rights. 
The question for the decision of the Court was whether the 57,500 ordinary 
shares held by the three trustee directors ought to be taken into account 
in ascertaining whether the eight directors between them had a controlling 
interest in the company. 

Held (Court of Appeal) (Lord Greene, M.R., MacKinnon and Luxmore, 
L. JJ.) : that the directors were entitled to include the shares held by them 
as trustees and in which they had a contingent beneficial interest in com- 
puting the number of shares held by them for the purpose of deciding 
whether they had a controlling interest in the company. 

Lord Greene, delivering the judgment of the Court, said “it appears to 
us that, apart from the special case of a bare trustee, there is no half-way 
house between an interpretation which limits the expression to the case of 
beneficial ownership, and one which includes ownership by trustees, irre- 
spective of the fact whether or not they also have some beneficial interest 
in the shares which give control. ... If we are wrong in this, we do not 
think that the position is in any way altered by the existence of the con- 
tingent beneficial interests which the trustee directors have in the present 
case.” 

“A bare trustee” is a trustee who has no duty to perform, and who, on 
request, would be compellable to convey or transfer to his cestui que trust 
(Stroud’s Judicial Dictionary). “The case of a bare trustee,” said His 
Lordship, “is not, of course, before us. But it seems to us that, in such a 
case, the control would naturally be said to be in the beneficial owner and 
not in the trustee; so that, if the shares carried more than half the voting 
power and the beneficial owner was a director, he would properly be 
described as having a controlling interest in the company.” (J. Bibby & Sons 
Ltd. v. LR. Comrs. [1944] 1 All E.R. 548.) 


Have AccouNTANTS A Duty To WarRN CLIENTS OF DuE Dates? 


Section 251M of the Commonwealth Income Tax Assessment Act pro- 
vides that if through the negligence of a registered tax agent, a taxpayer 
becomes liable to pay a fine or other penalty or any additional tax, the 
registered tax agent shall be liable to pay to the taxpayer the amount of 
that fine or other penalty or additional tax. 

A case occurred in England recently where a lease contained an option 
to determine it by six months previous notice at the end of the third, 
seventh, or fourteenth years. The lease was an onerous one, and the client 
complained that his solicitors had allowed the date for giving notice to go 
by without his being reminded of his opportunity of exercising his option 
to determine it. 

Held (Court of Appeal) : that it was no part of the solicitors’ duty to their 
client, apart from special instructions, to remind him that the date for 
exercising such an option was approaching. (Yager v. Fishman & Co. and 


Teff & Teff [1944] 1 All E.R. 552.) 
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In the above case, the Court stated that the inference was irrestible that 
the managing clerk in the solicitors’ office was justified in assuming through- 
out that the respondent was alive to the option terms of the lease. 

Practising accountants and registered tax agents are in the habit of 
arranging for income tax assessments to be sent first to their office so that 
they may be checked and sent on to clients with appropriate recommenda- 
tions regarding payment and objection. It would seem that authority might 
be drawn from the ca$e cited above for a defence that once a client had been 
apprised of relevant dates, it is not the legal duty of the accountant or 
tax agent to issue any reminder. 


CoMMONWEALTH INSTITUTE OF ACCOUNTANTS 
CoMMONWEALTH INCOME Tax LAW AND PRACTICE 


OctoBer, 1944, EXAMINATIONS—MopEL ANSWERS 

Question 1.—A private company within the meaning of Division 7 is 
entitled to a deduction of past losses. Explain this fully and also state con- 
ditions under which such deductions are allowable. 

Answer 1.—A private company within the meaning of Division 7 of the 
Commonwealth Income Tax Assessment Act is entitled to deduct past losses 
in the same manner as other companies and individual taxpayers, provided 
that in the case of a private company it satisfies the Commissioner of Taxa- 
tion that on the last day of the year of income, shares of the company 
carrying not less than 25 per cent. of the voting power were beneficially 
held by persons who beneficially held shares of the company carrying not 
less than 25 per cent. of the voting power on the last day of the year in 
which the loss was incurred. (s. 80 (5).) 

For this purpose, shares of the company beneficially held by a person on 
the last day of the year in which the loss was incurred shall be deemed to 
have been beneficially held by the same person on the last day of the year 
of income if— 


(a) the person has died and the shares are held by his trustee or by a 
person who received them as a beneficiary in his estate; or 
(b) the shares were transferred to a company, the majority of the shares 
of which are held by the transferror, or if he has died, by his trustee 
or his beneficiaries. (s. 80 (6).) 
These new provisions relating to the losses of private companies first 
applied to income year ended June 30, 1942, or substituted accounting period. 


Question 2.—Fully explain the term “Accredited Person,” and state what 
are the provisions relating to special deductions from the income of this 
class of taxpayer. 

Answer 2—S. 81 (4) defines an “accredited person” as meaning— 

(a) a person who is engaged in carrying out the objects of a public 
institution or public fund established and maintained for the comfort, 
recreation, or welfare of members of the armed forces of any part 
of His Majesty’s dominions, or of any allied or other foreign force 
serving in association with His Majesty’s armed forces; 

) a member of a broadcasting unit established by the Australian Broad- 
casting Commission ; 

(c) a war correspondent or photographer employed by the Department 
of Information ; or 

(d) a camouflage officer employed by the Department of Home Security ; 


duly accredited by an authority of the Defence Force and who is attached 
to and accompanies a body, contingent or detachment of that force serving 
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outside Australia. For this purpose, Australia does not include the territories 
of Papua, Norfolk Island and New Guinea. 

“Accredited persons” are entitled to the special deduction provided by 
s. 81 of the Act, as follows :— 

(a) If the income does not exceed £250—the amount of the income; 

(b) If the income exceeds £250 but does not exceed £258—£146; 

(c) If the income exceeds £258 but does not exceed £300—£146 less £1 

for every £1 by which the income exceeds £258 ; 

(d) If the income exceeds £300 but does not exceed £350—£104 less £1 

for every £2 by which the income exceeds £300; 

_(e) If the income exceeds £350 but does not exceed £586—£79 less £1 

for every £3 by which the income exceeds £350; 

(f) If the income exceeds £586—nil. 

An accredited person is entitled to the special deduction even if he ceases 
to be an accredited person before the close of the year of income, but 
s. 81 (2) (b) provides that the special deduction allowable shall not exceed 
the remuneration derived by him in respect of service out of Australia 
during the year of income as an accredited person. 

Question 3.—Explain fully the various bases upon which the rebate of 
income tax will be allowed under the “Pay-as-you-earn” system during 
the current financial year. 

Answer 3.—Where the taxable income for year ended June 30, 1944, or 
substituted accounting period 

(i) is £500 or less, or 

(ii) exceeds £500, but does not exceed by more than 20 per cent. the 

taxable income of income year ended June 30, 1943, or substituted 
accounting period, 
a rebate will be allowed equal to 75 per cent. of the current year’s tax 
(s. 160 AH (2).) 

Where the taxable income for year ended June 30, 1944, or substituted 
accounting period exceeds £500 and exceeds by more than 20 per cent. the 
taxable income for year ended June 30, 1943, or substituted accounting 



















































period, the rebate allowed will be the greater of the two following sums :— E 
(a) 75 per cent. of the tax calculated at current rates of tax on the ' 
taxable income for year ended June 30, 1944, reduced to an amount “ 
equal to the taxable income for year ended June 30, 1943, or sub- . 
stituted accounting period, plus 20 per cent. of that taxable income, ( 
or 
(b) £125. (S. 160 AH (3).) : 
In the case of (a) above, the reduction for rebate purposes of the 1944 
taxable income to the 1943 taxable income increased by 20 per cent. will : 
be made in the following order :— oes 
(i) personal exertion income ; 
(ii) interest to which s. 20 of the Commonwealth Debt Conversion Act 
1931 or s. 52B (2) of the Commonwealth Inscribed Stock Act 1911- 
1943 applies ; sal 
(iii) interest to which s. 160AB applies; , 
(iv) income from dividends, and do 
(v) other income from property (s. 16OAH (3) (a).) res 
Where the taxable income for year ended June 30, 1944, or substituted m 





accounting period exceeds £500 and exceeds by more than 20 per cent. the 
taxable income of the preceding year of income, and where the taxable 
income of that preceding year of income was less than the amount of the 
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taxable income which might be expected normally to be derived in a year 
by the taxpayer, the Commissioner is authorised to determine the amount 
of taxable income which might be expected normally to be derived by the 
taxpayer in a year. Upon such determination by the Commissioner, the 
rebate provided by s. 160AH will be allowed as if the amount so determined 
had been the taxable income of the preceding year. (S. 160AJ (1).) 


Question 4.—What duties devolve upon a “Group Employer” in regard to 
deductions from employees’ salaries and the furnishing of statements and 
certificates ? 

Answer 4.—The duties of a Group Employer are as follows :-— 

(a) not later than the 7th day of each month pay to the Commissioner 

the amount of tax deductions made in respect of the previous month; 

(b) not later than the 14th day of August in each year, furnish to the 

Commissioner a statement in the form authorised by the Commis- 
sioner, setting out the total of the amounts deducted by him from 
the salary or wages of each employee during the period of twelve 
months which ended on June 30 in that year; 

not later than the 14th day of July in each year, issue to each 
employee a Group Certificate setting out the total of the amounts 
deducted from the salary or wages of that employee during the 
period of twelve months which ended on June 30 in that year, but 
not including amounts which have been included in any Group 
Certificate previously issued to that employee; 

within seven days after any employee ceases to be employed by the 
Group Employer, issue to that employee a group certificate setting 
out the same particulars as in (c) above for the period to the date 
of cessation of his employment ; 

upon production to the Group Employer by any employee of a 
certificate of exemption, issue to that employee a group certificate 
setting out the same particulars as in (c) above for the period to 
the date upon which the certificate of exemption is produced. 
(S. 221K (5).) 

The Commissioner may, by notice in writing served on any Group 
Employer, vary in relation to that Group Employer, any of the foregoing 
requirements in such instances and to such extent as the Commissioner 
thinks fit. The Group Employer must then comply with the requirements 
as varied. (S. 221K (6).) 

Where, as a result of a notice given by the Commissioner under s. 221K 
(6), a group certificate is not required to be issued by a Group Employer, 
the Group Employer shall pay to the Commissioner the amount of tax 
deduction made from the salary or wages of the employee. (S. 221K (7).) 

Question 5.—What is the amount of provisional tax payable by a taxpayer, 
assuming that his income— 

(a) does not include salary, and 
(b) includes salary and other income? 

In each case the assessable income in each year is approximately the 
same. 

Answer 5.—(a) Where the assessable income derived by a taxpayer 
does not include salary, the amount of provisional tax payable by him in 
respect of the income of any year of income is an amount equal to the 
income tax assessed in respect of the income of the preceding year 
(s.221YC (1) (a)). 

(b) Where the assessable income derived by a taxpayer includes salary 
and other income, the amount of provisional tax payable by him in respect 
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of the income of any year of income is an amount equal to such part of 
the income tax assessed in respect of the next preceding year as the Com- 
missioner determines (s.221YC (1) (b). In practice, the Commissioner 
will levy provisional tax based on the tax applicable to the income other 
than salary or wages comprised in the taxable income of the preceding year, 

Where the rates of tax are increased or reduced for any financial year, 
the amount of provisional tax payable for that financial year will be corre- 
spondingly increased or reduced (s.221YC (2)). 

Question 6.—(a) Who may be registered as tax agents? 

(b) What is the procedure to obtain registration ? 

(c) For what reasons may registration be cancelled ? 

Answer 6.—(a) a person (which includes a company) or a partnership 
may be registered as tax agents (s. 251J (1)). 

(b) An application for registration as a tax agent must be made to the 
Tax Agents’ Board, accompanied by a lodgment fee of £1 (s.251J (2)). 

If the applicant satisfies the Board that— 

(i) in the case of an individual—the applicant ; 
(ii) in the case of a partnership—a member of the partnership specified 
in the application ; or 

(iii) in the case of a company—a person, specified in the application, 

employed by the company. 
is a fit and proper person to prepare income tax returns and transact 
business on behalf of taxpayers in income tax matters, the Board shall 
register the applicant as a tax agent (s. 251J (3)). 

(c) The Tax Agents’ Board may cancel the registration of any tax 

agent upon being satisfied that 
(i) any return which has been prepared by or on behalf of the tax 
agent is false in any material particular; unless the tax agent 
establishes to the satisfaction of the Board that he had no knowledge 
of the falsity or that the falsity was due to his inadvertence ; 
(ii) the tax agent— 
(1) has neglected the business of a principal ; 
(2) has been guilty of misconduct as a tax agent; or 
(3) is not a fit and proper person to remain registered ; or 
(iii) in the case of a partnership or company—a nominee of the tax 
agent is not a fit and proper person to be such a nominee (s. 251K 
(2)). 
The registration of an individual as a tax agent will be cancelled upon 
his death or bankruptcy, or his permanently ceasing to carry on business 
as a tax agent (s. 251K (3)). 
The Tax Agents’ Board shall cancel the registration of a tax agent which 
is a partnership or a company— 
(i) if there is no nominee registered in respect of the tax agent; 
(ii) in the case of a company, if the company goes into liquidation or, 
in the case of a partnership, if any partner becomes bankrupt; or 
(iii) if it permanently ceases to carry on business as a tax agent 
(s. 251K (4)). 

Question 7—A member of an Air Crew of a R.A.A.F. Squadron is 
posted at Darwin. He asks you to inform him as to his position regarding 
liability to income tax. 

Advise him fully. 

Answer 7.—The position regarding liability to Commonwealth income tax 
of a member of an Air Crew of a R.A.A.F. Squadron posted at Darwin 
is governed by the provisions of s. 23 (s) (11) (2) and s. 23 (s) (iii) (2). 
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S.23 (s) (ii) (2) exempts the pay and allowances earned in Australia 
as such a member during the year of income if, within the period comprised 
of the year of income and twelve months after the close of that year, he 
is posted or attached as a member of the Air Crew of a squadron in 
Australia, if the role of the squadron is operational involving flights out of 
Australia, and, during the period of twelve months immediately following the 
date on which he is so posted or attached, serves as such a member for a 
continuous period of not less than 90 days or for periods aggregating not 
less than 180 days or before the completion of such a period of 90 days, he 
dies or, owing to injury or illness, is withdrawn from service as a member 
of the Air Crew of such a squadron. 

S.23 (s ) (iii) (2) exempts the pay and allowances earned in Australia 
by a member enlisted in or appointed to the Defence Force, until the expira- 
tion of 90 days after he is withdrawn from service as a member of an 
Air Crew described in the foregoing paragraph or, if he is so withdrawn 
owing to injury or illness, after his resumption of duty, if he is a member 
whose pay and allowances have been exempted under s. 23 (s) (ii) (2). 

For the purposes of s. 23 (s)—‘‘Air Crew” includes photographers and 
members of the ground staff who regularly take part in the course of 
their duty in flights out of Australia, but does not include members of a 
reserve squadron except members serving at any time during any continuous 
period of not less than 90 days during which the reserve squadron takes 
part in operations as an operational squadron. 

“Australia” does not include the territories of Papua, Norfolk Island 
and New Guinea. 


Question 8.—Define—(a) Present war. 

(b) Resident company. 
(c) Year of income. 

Answer 8.—(a) “Present war’ means the war which commenced on 
September 3, 1939, and includes any other war in which His Majesty has 
become or becomes engaged during the continuance of that war (s. 6). 

(b)“Restdent company.” A resident, in the case of companies, means a 
company— 

(i) which is incorporated in Australia, or 

(ii) which, not being incorporated in Australia, carries on business in 
Australian and has either 
(1) its central management and control in Australia, or 
(2) its voting power controlled by shareholders who are residents 

of Av-iralia (s. 6). 

In the case of (i), a company is a resident company if it is incorporated 
in Australia, even though its head office or control may be outside Australia, 
or whether or not it is carrying on business in Australia. 

(c) “Year of income” means— 

(a) in relation to a company (except a company in the capacity 
of a trustee) the financial year next preceding the year of tax, 
or the accounting period, if any, adopted under the Act in lieu 
of that financial year; and 

(b) in relation to any other person the financial year for which 
income tax is levied, or the accounting period, if any, adopted 
under the Act in lieu of that financial year (s. 6). 


ComMPANY TRADING IN SHARES IN ENGLAND AND AUSTRALIA 
An Australian company had entered into a great many transactions, both 
in England and Australia, involving the acquisition and sale of shares in 
other companies. Profits alleged to arise from carrying on a trade were 
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assessed to tax in England, but the Commissioners on appeal held that the 
par value of the shares must be deducted as the cost, and, on this basis, there 
had been no profit. The Inland Revenue Commissioners appealed against 
this decision, but the appeal had not been heard up to May 10, 1944, i.e., the 
date of the hearing of the undermentioned appeal under the Commonwealth 
Act. 

Income tax was also levied in Australia upon portion of the above- 
mentioned profits, namely, those alleged to have arisen from sales of shares 
in certain Western Australian companies, and the company appealed against 
the assessment. The questions argued before the Australian High Court 
were whether all or any part of the profits were derived from sources within 
or out of Australia, and whether any such income found to have been derived 
from a source out of Australia was not exempt from tax in the country where 
it was derived so as to fall within the exemption provided by S. 23 (q) of the 
Commonwealth Income Tax Assessment Act, 1936-1937. 

Held by the High Court (Rich, J.) that the appellant company was engaged 
in the business of trading in shares, and that such proportion’ of its income 
as was derived in England from the sale in England of the shares in the 
Western Australian companies was not exempt from taxation in England: 
it was therefore exempt in Australia, irrespective of whether any income tax 
was in fact demanded in England. No argument had been addressed to him, 
said His Honour, upon the question of fact as to how the income derived 
from the sales should be distributed between the different local elements of 
the source. 

Held further, that to the extent to which the company derived income by 
trading in England in shares in English companies or other property not 
situated in Australia, it was not liable to Australian income tax if that income 
was not exempt from income tax in England. (Australian Machinery and 
Investment Co. Ltd. v. D.F.C. of T. [1944], 3 A.LT.R. 57). 

Section 23 (q) of the 1936-1937 Act, so far as is material, reads as 
follows: 

“The following income shall be exempt from income tax: Income derived 
by a resident from sources out of Australia where that income is not exempt 
from income tax in the country where it is derived .. . 

A proviso was added to S. 23 (q) by Act No. 58, 1941, which prevents the 
application thereof (a) where there is a liability for payment of income tax 
in the country where the ex-Australian income is derived, unless the Com- 
missioner is satisfied that the tax has been or will be paid, or (b) where the 
outgoings incurred in producing the ex-Australian income exceed that income, 
unless the Commissioner is satisfied that the tax would have been paid if 
the income had exceeded the outgoings. 

In view of the above amendment no exemption of profits derived in 
England could now be obtained unless the Commissioner were satisfied that 
the English tax had been or would be paid. 





Distributions of Profits of Companies 
y “CLaupius” 


The Commissioner is empowered to assess distributions of profits to 
shareholders under three different sections of the Act, namely :— 
1. Under the definition of “dividend” in Section 6. This reads :— 
“6. In this Act, unless the contrary intention appears . 
‘dividend’ includes any distribution made by a company to its shareholders, 
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whether in money or other property, and any amount credited to them as 

shareholders, distributed by a company to its shareholders to the extent 

to which the paid-up value represents the capitalisation of profits; but 
does not include a return of paid-up capital or a reversionary bonus on 

a policy of life assurance.” 

2. Under Section 47 of the Act as a liquidator’s dividend. Section 47 
reads :— 

“47. (1) Distributions to shareholders of a company by a liquidator in 
the course of winding-up the company, to the extent to which they repre- 
sent income derived by the company (whether before or during liquida- 
tion) other than income which has been properly applied to ‘replace a 
loss of paid-up capital, shall, for the purposes of this Act, be deemed to 
be dividends paid to the shareholders by the company out of profits 
derived by it. 

(2) Those distributions shall, to the extent to which they are made 
out of any profits or income, be deemed to have been paid wholly and 
exclusively out of those profits or that income. 

(3) For the purpose of this section, ‘paid-up capital’ does not include 
the paid-up value of shares which have been issued by the company in 
satisfaction of dividends which have been paid out of profits arising from 
the revaluation of assets not acquired for the purposes of resale at a profit, 
but includes capital which has been paid up in money or by other valuable 
consideration and which has been cancelled and has not been repaid by 
the company to the shareholders.” 

3. As advances to shareholders or payments on their behalf under 
Section 108. This section reads :— 

“108. (1) If any amounts are advanced or any assets distributed by 
a private company to any of its shareholders by way of advances or loans, 
or any payment is made by the company on behalf of, or for the individual 
benefit of, any of its shareholders, so much (if any) of those advances, 
loans or payment, as in the opinion of the Commissioner, represents 
distributions of income shall, for all purposes of this Act, be deemed to 
be dividends paid by the company to those shareholders out of profits 
derived by it. 

(2) Where the amount of any advance, loan or payment is deemed, 
under the last preceding sub-section, to be a dividend paid by a company 
to its shareholders, and in any year subsequent to that in which the 
dividend is so deemed to be paid, the company sets off any dividend 
distributed by it in that subsequent year, in satisfaction in whole or in 
part of the amount of that advance, loan or payment, that dividend shall, 
to the extent to which it is so set off, be deemed not to be a dividend 
for any purpose of this Act.” 

Many companies have, particularly in recent years, transferred their 
businesses to either partnerships or individuals, possibly with a view to 
reducing their income tax liabilities. The subsequent treatment varies some- 
what. Some companies are put into liquidation, wound up and their assets 
distributed to shareholders. Assets so distributed are taxable in the hands 
of shareholders, under Section 47, to the extent to which they represent 
distributions of income of the company. However, exemptions under Sec- 
tion 44 and rebates under Section 107 are allowable under Section 47 (2) 
to the extent to which the distributions represent payments out of profits 
referred to in those two sections. 

In other cases the registration of the company is continued, but the funds 
are “loaned” to the shareholders. Such loans are liable to be taxed, under 
Section 108, to the extent to which they represent distributions of income. 


B 
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A considerable number of companies are struck off the register of com- 
panies under the Companies Act. Section 295 of the Victorian Companies 
Act provides that if the Registrar-General has reasonable cause to believe 
that a company is not carrying on business or in operation, he may, after 
giving due notice by letter and publication in the Government Gazette strike 
its name off the register, and on giving further notice in the Government 
Gazette the company is dissolved. The Court can, on application by an 
aggrieved member or creditor at any time within 15 years, order the name 
of the company to be restored to the register and the company’s existence 
is deemed to have continued as if its name had not been struck off. Reference 
to Palmer’s Company Precedents, Part II, page 724, shows that a company 
which has been so struck off, although dissolved, is not wound up. 

Section 47, as quoted above, deals with distributions by a liquidator in the 
course of winding up, and the definition of “liquidator” in Section 6 refers 
to persons required by law to carry out the winding up. It will thus be seen 
that Section 47 cannot be applied to companies dissolved under Section 295 
of the Victorian Companies Act, and no doubt similar provisions of the 
Companies Acts of other States. 

However, the funds of the companies so struck off must be transferred 
to their shareholders as otherwise they vest in the Registrar-General under 
Section 297 of the Victorian Companies Act. 

The Commissioner appears to be left the alternatives of assessing the 
shareholders on such distributions to them under Section 108 or the defini- 
tion of “dividend” under Section 6. It appears to the writer that it would 
be more appropriate for the Commissioner to assess the shareholders under 
Section 108, for the reasons set out below. 

No shareholder has a right to the profits of a company until such time 
as a dividend is declared. When the dividend has been declared, it becomes 
a debt due to the shareholders until such time as it is paid. Although com- 
panies can pay dividends out of their profits prior to being struck off, and 
possibly after being struck off, they do not usually do so. Their funds are 
usually handed over to the shareholders who, however, have no legal right 
to them, and the company could, if it so desired, demand their return. 
In the circumstances, it appears that the funds are merely loaned or 
advanced to the shareholders, and that Section 108 is applicable to such 
amounts. 

In some cases it appears that it will be necessary to establish whether 
such distributions are assessable under Section 6 or Section 108, as the 
former section deals with distributions of any amounts except paid-up 
capital and reversionary bonuses on life assurance policies, whilst the latter 
section deals with loans, advances, etc., out of income. It is doubtful whether 
profits of a capital nature can be described as income—see Gunn’s Com- 
monwealth Income Tax Law and Practice, page 368—hence Section 108 
may not be applicable to capital profits advanced to shareholders. 

It was pointed out earlier that the exemptions under Section 44 and 
rebates under Section 107 were allowable to shareholders on distributions 
to them by liquidators under Section 47 (2). However, there are no corre- 
sponding provisions of the Act which would give these exemptions and 
rebates to shareholders who are assessable under Sections 6 and 108, unless 
it can be successfully claimed that the amounts in question were distributed 
wholly and exclusively from the relevent funds. 

As most private companies making profits have paid undistributed profits 
tax, they would have profits subject to rebate under Section 107 on 
distributions to shareholders. Before seeking to be struck off under Section 
295 of the Companies Act, they would be well advised to ascertain how 
much less taxation their shareholders would have to pay, if, instead, they 
were to go into liquidation. 
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Market and Management Profits 
By A. CLunies Ross, B.SC., F.I.C.A. 


Certain investigations by emissaries of the Income Tax Department and 
the Prices Commission have brought sharply to the notice of many traders 
the great importance of the method of valuation of stocks-on-hand at 
balancing date—of “inventories,” to use the somewhat less confusing Ameri- 
can term. Traders have found that a strict application of the cost or market 
or replacement rule of the Income Tax Assessment Act may work injustice. 
Mr. Gunn’s article in last September’s issue of this journal suggests a 
modification of the rule; he had income tax more particularly in mind, but 
however important the influence of the Act may be, it should not be allowed 
to lead the business executive into actions which, from the point of view of 
management, are unsound. There is, however, much to be said from that 
point of view for careful consideration of the problems of inventory values— ° 
witness the discussions in technical journals of the wisdom, even the 
necessity, of modifying “cost or market” by methods of charging out items 
to process by “‘first-in-first-out” (F.I.F.O.), average cost, “last-in-first-out”’ 
(L.I.F.O.), and normal base inventory rules. 

An original suggestion in this matter is contained in an article in the 
N.A.C.A. Bulletin for May 1 last by S. A. Tesoriere, the senior accountant 
in a large firm of public accountants in New York. He heads it “Accounting 
for Market Profits and Management Profits,” and its direct connection with 
Mr. Gunn’s article is the statement that the Internal Revenue Code (cor- 
responding to our Income Tax Assessment Act and regulations and rulings 
thereunder) provides that “inventories shall be valued on a basis that will 
‘most clearly reflect income.’ ” 

He holds that accounts must differentiate between profits arising from 
market conditions and those arising from management’s ability. How are 
the two to be distinguished and measured? Management’s profits are those 
attributable to the operations of business on an ideal market; this term is 
defined as a market free from cyclical and seasonal movements, a market that 
is “constant and static.” Market profits arise from the sale of merchandise 
at prices in excess of costs; they arise from influences entirely outside the 


- control of management. The word “costs” seems to conceal a catch. An 


example may show the meaning: an item costing £20 is sold for £30; replace- 
ment value at the date of sale is £26. The £10 excess is made up of £4 
management profit and £6 market profit. 

Now, it is nearly, if not quite, true that all profits and losses arising from 
market fluctuations tend to level out over a period. Accordingly it is only 
management profits that (in our author’s opinion) are “real and expendable” 

and, I presume, taxable. Further, separation in the current income state- 
ments of the two types of gain or loss would not only make clear the true 
meaning of the financial results but would also be an important ‘contribution 
toward the moderation of the cyclical extremes. 

Clearly, the importance of any such ideas depends upon, first, the size of 
the inventories carried and, second, upon the degree of variation of prices. 
Assuming that we are. concerned with businesses carrying inventories that 
are a fairly large fraction of working capital, the question has been important 
over recent years when there have been considerable fluctuations in market 
prices and will be important in the future when similar fluctuations will 
almost certainly occur. 

Mr. Gunn suggested the application of a price index, but did not mention 
what index he had in mind. The Commonwealth Statistician provides a fair 
variety of indexes and it would not be impossible to find one which would 
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be reasonable for any particular business or even to make one up from a 
combination of individual prices, suitably weighted. Mr. Tesoriere’s sug- 
gestion overcomes this difficulty by the provision of certain additional records 
within the business. He proceeds first to discuss methods of valuing 
inventories and costing sales: 


(i) 


(ii) 


The cost or market rule for valuation does not reduce market profits 
but often accentuates market losses. When market is below cost, 
additional market losses are produced and merged in operating results 
already affected by the downward trend. 

First-in-first-out for charging to ‘production is useful where identi- 
fication of items sold is difficult. The value remaining on hand is 
close to market, and inventory valuation needs little adjustment. But, 
assume a manufacturer produces and sells a finished product every 
three months and always carries a year’s raw materials. If raw 
material cost £200 per article and a year later raw material cost rose 
to £300 with sale price in proportion, a market profit of £100 appears 
in addition to any management profit. The period of rotation of 
stock permits the introduction of market profits and losses in every 
sale. 

The average cost method is troublesome in calculation, but can be 
operated so as to iron out fluctuations in costs due to slack and active 
seasons. 

With the assumptions of (ii), assume further: On hand Jan. 1, 
4 units at £200 each. Purchases: April 1, 1 at £220; July 1, 1 at 
£240; October 1, 1 at £280. Average for the year, £220. 

If, on December 31, raw material rose to £300, “average cost” will 
lead to the inclusion of a market profit of £80; in ordinary accounts 
this will be mixed with management results. 

Inventory reserve plans seek to solve the financial aspects of the 
problems while permitting inclusion of market effects in Operating 
Net Income. An appropriation may be made from surplus to serve 
as a cushion for price falls, but market and management profits are 
still mixed in net income. Or an attempt may be made to arrive at 
a figure free of market profits by creating a provision out of current 
earnings. In either case, operating profit—“the gauge of management’s 
productive efficiency”—remains distorted. 

Last-in-first-out method aims at excluding market profits and losses. 
Current purchases are matched with current sales. 

The plan is commenced preferably when market is low, and there- 

after inventory at balancing date is not reduced to market when it 
happens to be lower still—a footnote showing the money or percentage 
difference records the fact. (Our author mentions a dry goods com- 
pany which reduced its income by $2,390,868 by this method—and 
L.I.F.O. is recognised by the {nternal Revenue Code.) 
Normal base stock method has the same aim so far as market price 
might affect the part of inventory which is the minimum necessary 
for operations—considered to be practically a fixed asset. The quan- 
tity and value are fixed by management, the latter being as low as, or 
lower than, market or cost is ever expected to fall. Excess stock 
over normal base is usually valued at cost. 

In costing sales, “average cost” is used unless the “normal base” is 
encroached upon. Any of the base which goes into production is 
costed at current market or average cost. On the balance sheet, 
normal base and excess should be shown separately. 
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JAN. 
— It has been estimated that if all the manufacturers in U.S.A. had 
sug- adopted “normal base stock” on 1932 or 1937 low levels, inventory 
onl investments would shrink by two or more thousand million dollars as 
uing compared with 1942 levels! : 
The last two methods do, however, reduce both market profits and 
; market losses but create their own problems. L.I.F.O. fails to 
ohits eliminate market effects because of a time lag between sale and 
cost, replacement during which market may change. An article costing £10 
sults is sold for £12: profit £2. It is replaced some time later at £9 which, 
costed against the sale, involves a profit of £3, made up of manage- 
enti- ment profit £2 and market profit of £1. Market fluctuations also 
d is remain in the excess part of base stock. 
Sut, Current Replacement Value of Sales Method. This is the name given 
very by Mr. Tesoriere to the suggested method (I call it C.R.V.S.). By it 
raw a revised profit and loss statement combined with a simple set of 
rose statistical records divides operating results between management and 
ears market. Materials are costed into process by first-in-first-out or 
n ol average cost methods and closing inventory is valued at cost or at 
very the lower of cost or market. 
The statistical records, outside the accounts, show for each sale 
1 be the corresponding reproduction cost of sale valued at market price on 
tive the day of sale. For example :— 
1, Cost per CRVS Selling Management Market Total 
\ i“ __Books | Price | Profit or Loss | Profit or oss | Profit or Loss 
£200 £210 £240 | Profit £30 | Profit £10 | Profit £40 
will 220 190 220 Profit 30 | Loss 30 | 0 
= The individual profits or losses (the three columns on the right) 
will not be required in practice as a periodical summary is all that is 
the required. 
nang C.R.V.S. affects only the operating statement; it separates manage- 
aw ment and market results by showing profit or loss from conversion 


aes of materials to a saleable state distinct from that resulting from market 


e at changes. 

rem The operating statement itself remains unaltered down to cost of sales; this 

om is modified by market profits or losses to produce a reproduction cost: when 
net operating profit is found, it is modified by the market figures to lead to 


SS€S. net income. For example 


OPERATING STATEMENT 


lere- 
n it Year ended December 31st, 1944 
tage Ns eats sed, hat We SE S| Sk SS EN es RS oe 
om- OS ee a 
-and Add increase in market prices of material in 

CTI ce oe babe aa Sas ae ew ae 12,000 
rice ——_ 
sary Reproduction Cost .. 
uian- 
;, or Gross Manufacturing Margin os 
tock Deduct all other commercial expense . 
” is Net Operating Profit .. 
n is Add Market Profits .. 


1eet, 
Net Income .. 
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The accomplishment of the business stands out clearly; neither manage- 
ment nor shareholders would be elated unduly by extraordinary gains or 
deflated by losses—if both are due to influences pee the control of the 
management. ’ 


Example: 

The article from which this one is largely taken then gives a case illus- 
tration. I have translated this into Australian and modified figures. The 
factual data are: 

(i) The company requires six months from raw material to finished 

goods. 

(ii) Unit cost for January, 1942, was 5/-; this cost rose to December, 

1942, as shown* and fell to 5/- by December, 1943. 

(iii) The company begins each month with 60,000 units in hand; it manu- 

factures and sells 10,000 per month. 

(iv) Sales are costed by the first-in-first-out method. Inventories are 

valued at the lower of cost or market. 

The statistical data sheet shows that, owing to the final cost figure being 
the same as the opening figure, market profits and losses over the two years 
cancelled one another. It shows also that large profits in 1942 and small 
profits in 1943 were both, from the managerial angle, “accidental.” The two 
managerial profits were fairly close. 

The comparative statements demonstrate that, owing to conditions just 
mentioned, the results for two years together do not vary with the method 
chosen ; but also that the distribution between the two years depends greatly 
upon method. F.I.F.O. overstates managerial profit in 1942 and converts a 


Statistical Data Sheet for Current Replacement Value of Sales 





1942 ° 1943 





Cost Sales Cost Sales 





Total Jni Total J Total |Unit| Total 








15000(1) 15125(T) 
2625 5/¢ 2875 a /¢ 3125 3/§ 3375 
2625 } 3000 } 3000 5/6 | 3250 
2750 j 3000 j 3000 1/6} 3250 
2750 3/¢ 3125 2875 i/é 3125 
2875 3/' 3125 2875 5/ 3125 
Jun. 10000 2875 a/? 3125 2750 a/S 3125 
Jul. 10000 2875 3/6 3250 2750 j 3000 
Aug. 10000 | € 3000 3/9 | 3375 2750 } 3000 
Sep. 10000 | 6/ 3000 3/§ 3375 2750 ) 3000 

Oct. 10000 | 6/ 3000 7 3375 2625 5 3000 
Nov. 10000 | 6/3 | 3125 3500 2625 5/9| 2875 
Dec. 10000 | 6 3125 3500 2500 5/§ 2875 


Inventy. Jan. 1 60000 
Jan. 10000 
Feb. 10000 
Mch. 10000 
Apr. 10000 
May 10000 


t Or or or 


onan og 
nor orci or an 


oS 


ooo 





7OLAL. .. .. |180000 38625(S) 51750(P) 37000(S) 
Invy. Dec. 31 .. | 60000 15000(b) 





Cost of Sales .. |120000 31500(C) 36750(C) 
C.R.V. (P-I) ; 34625(R) 33625(R) 
Market Profit (R- C) 3125 3125 


Management Profit 
(S-R) .. = 4000 3375 



































(a) Six months’ purchases. (b) At market; below cost. 


*The article makes the unnecessarily artificial assumption of equal rise per month in 1942 and 
similar regular fall in 1943. 
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Comparative Statements, showing effects of different methods of 
costing inventories 





C.R.V.S. 


F.1.F.O. 


Normal Base 





1942 

SALES .. 

Invy. Jan. 1 

Cost of Production 


Invy. Dec. 31 


Add Inc. in Mkt. 

Cost of Sales 
Manufacturing Margin 
Other Expenses 

Add Market Profit 


Net Profit 


38625 
15000 
34625 


49625 
18125 


31500 
3125 


34625 


4000 
2500 


1500 
3125 


4625 


38625 


31506 


7125 
2500 


4625 


4625 


13750 
34625 


48375 
14375 


34000 


4625 
2500 


2125 


2125 


15000 
15000 
28750 


15000 








1943 

SALES .. 

Invy. Jan. 1 

Cost of Production 


Invy. Dec. 31 


Less Fall in Market 


Manufacturing Margin 
Other Expenses ‘ 


Fall in Market .. 
Net Profit or Loss 


Two years combined 


37000 
18125 
33625 


51750 
15000 
36750 

3125 


37000 


36750 
250 
2700 


— 2450 


37000 
14375 
33625 
48000 
13750 


34250 


2750 
2700 


50 


15000 
33625 
48625 
15000 




















*5000 @ 4/6; excess @ current. 
Note.—If a standard cost system were in operation, C.R.V.S. could still be applied. 
for an analysis of variances. 


It would call 


profit into a loss in 1943. C.R.V.S. makes it impossible to conceal managerial 
inefficiency in a year of rising prices behind a mass of market gains. 

The contrast under Normal Base and L.I.F.O. methods is not so great, 
but still the statement is as a report unreliable and incomplete. Note the 
large discrepancies in closing inventories in 1942, even though valuations 
under the other method is on the conservative rule of “cost or market.” 

Reserves—The method suggested has its managerial importance; what 
about the balance sheet? Clearly, on our theory, market profits should not 
be distributed unless there is evidence that prices have risen permanently— 
and that may take a long time; witness the rises that ended in the depression 
of 1929-32. A similar fall may follow the present war, so that market profits 
should be reserved. 

Speculation in Stocks ——When prices rise, management may consciously 
buy in excess of normal requirements; when they fall, there is an unloading. 


Cc 
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Both actions accentuate the swings caused by outside influences. The specu- 
lation may result in profits which, though due to market changes, may be 
considered to be managerial. 

In any event statistical data prepared for C.R.V.S. should enable any 
profit .on abnormal stocks to be segregated; it could be added to other 
managerial profit. 

Income Taxation—The discussion about C.R.V.S. may have seemed to 
lead us far away from our original aim. It has appeared to be of sufficient 
importance as a managerial matter quite apart from taxation. You will have 
seen that in effect it provides a scientific method of arriving at figures for 
inventory reserves and our legislature does not as yet recognise such things. 
Our law attempts to adhere closely to a literal interpretation of cost or 
market or replacement and to reject, through its officials, entirely legitimate 
though often unscientific attempts to provide for falling markets. 

In the U.S.A., L.LF.O. has been accepted, but not base stock or reserve 
methods. Canada, however, in 1942 added a clause to its Excess Profits Tax: 
this permits as a deduction from profits “such reasonable provision against 
future depreciation in inventory values as the Minister in his discretion may 
allow, having regard to a normal quantity of stock in trade necessary for the 
business as indicated by the quantities on hand during the standard period.” 
Notice the word “depreciation,” usually restricted to fixed assets. 

As things are, market gains are definitely treated as taxable “in spite of the 
fact that their nature is ethereal and unexpendable’—as unexpendable as a 
rise in market value of a building or a share in a company held for permanent 
investment. 

It may be possible to lead the Treasurer to see the light. Even if he doesn’t, 
sound judgment would dictate the provision of properly calculated reserves. 





The Accounts of Holding Companies — (2) 
By G. E. Firzceraup anp A. E. SPEcK. 
Legal Requirements 

There is a marked differerice between the provisions relating to holding 
companies’ accounts in the Companies Acts of the various Australian States. 

In Tasmania, it is not surprising to find no mention of holding companies 
in the Act passed in 1920; nor are they mentioned in West Australia where 
the Act is dated as late as 1938. In both instances, this is no doubt due to 
lack of interest in holding companies in those States when the respective 
Acts were passed. 

In Queensland, South Australia and New South Wales, as well as in 
the Commonwealth Ordinance, we find the provisions relating to holding 
companies’ accounts expressed in identical terms. The Queensland Act was 
passed in 1931, the South Australian and the Commonwealth Ordinance 
in 1934, and the New South Wales Act in 1936. This legislation followed 
the precedent set in England by adopting without alteration Sections 125, 
126 and 127 of the English Companies Act of 1929 (1). 

They provide that there shall be attached to the balance sheet of a holding 
company a statement signed by the directors showing how the aggregate 
profits and losses of the subsidiary companies, so far as they concern the 
holding company, have been dealt with in the accounts of that company. 
They must also state to what extent provision has been made for the losses 
of subsidiary companies, either in the accounts of those companies or of 
the holding company, or both, and to what extent the losses of subsidiary 
companies have been taken into account in arriving at the profits and losses 


(1) Queensland Companies Act Sect. 135-137, South Australian Act Section. 144-146, New South 
Wales Act Sect. 105-107. 





1945 THE AUSTRALIAN ACCOUNTANT 21 


of the holding company as disclosed in its accounts. Lest any company 
might be tempted to give too much information the Acts provide that it 
shall not be necessary to specify in any such statement the actual amount 
of the profit or loss of any subsidiary, or the actual amount of any part 
of such profit or loss which has been dealt with in any particular manner. 

Further, these Acts provide that where the assets of a company include 
shares in or amounts owing from a subsidiary company or companies, the 
aggregate amount of those assets, distinguishing shares and indebtedness, 
shall be set out in the balance sheet separately from other assets. Likewise 
the aggregate amount of indebtedness (if any) to the subsidiaries must be 
shown separately from the other liabilities. 

Finally these Acts define a subsidiary company as one in which another 
company holds more than fifty per cent. of the issued share capital, or such 
as to entitle it to more than fifty per cent. of the voting power, or one in 
which the other company has power (not being power under a debenture) 
to appoint the majority of the directors. 

It is somewhat surprising to find these provisions of the English Act 
followed so slavishly by Australian Parliaments as late as 1934 and 1936. 
Long before that date the English provisions had been found to be totally 
inadequate to meet the purpose for which they were introduced. The 1929 
Act was based on the report of the Company Law Amendment Committee, 
issued in 1926. This expressed the view that shareholders in holding com- 
panies were entitled to know whether dividends proposed to be paid by a 
holding company were justified by the results of the group as a whole. 
Experience has shown that unfortunately the 1929 Act permits, if not 
encourages, the directors of a holding company to withhold that information 
from the shareholders. A statement that “the profits of subsidiaries have 
been dealt with in the accounts of the holding company to the extent to 
the dividends paid by those companies, but the losses of subsidiaries have 
not been taken into the accounts of the holding company, as these have been 
fully provided for in the accounts of the subsidiaries” complies with the 
provisions of the 1929 Act (and also the Queensland, New South Wales 
and South Australian Acts) provided such statement is signed by the 
directors who are responsible for signing the balance sheet. 

Such a statement, from the point of view of the shareholders, is worthless, 
for it gives them no information regarding the trading results of the group 
of companies in which their funds are invested. 

The comments of one eminent authority‘) appear to be right to the point. 
“I venture to think that the particulars required by the Act to be disclosed 
are of so general and vague a character as to be quite insufficient to supply 
shareholders with the information necessary for them if they are to have 
a just view of the earnings of the enterprise in which they are interested 
and of its prospects. The provisions which I have epitomised may indeed 
have the unintended effect of providing justification for directors who wish 
so to prepare the accounts of the holding company as to conceal from those 
chiefly interested the actual results of its activities.” 

In contradistinction to the inadequate provisions in the Companies Acts 
of the other States, we find a notable advance in the legislation in Victoria. 
In this State the Companies Act of 1938 provides as follows :-— 

Section 125 (1). “Where a company (in this section referred to as “the 
holding company’) holds shares either directly or through a nominee in 
a subsidiary company or in two or more subsidiary companies— 

(a) There shall be annexed to the profit and loss account of the holding 

company 


(2) Sir Albert Wyon at the International Congress of Accounting, 1933. 
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(1) a separate profit and loss account for each subsidiary com- 






pany ...or 
(2) a consolidated profit and loss account of the holding company 
and of its subsidiary companies . . . eliminating all inter- 





company transactions—and in addition a statement showing 
the total losses (if any) of the subsidiary company or com- 
panies, and 

(b) There shall be annexed to the balance sheet of the holding com- 








pany... 
(1) a balance sheet of each subsidiary company .. . or 
(2) a consolidated balance sheet of the holding company and of 





its subsidiary companies . . . eliminating all inter-company 
transactions.” 

It will be observed that this section provides alternative methods for 
presenting the accounts—the issue of a separate balance sheet and profit and 
loss acount of the holding company, together with separate balance sheets 
and profit and loss accounts for each of the subsidiaries, or the consolidated 
statement—thus permitting the directors to choose whichever method is 
the more suitable. It is generally recognised that these provisions, together 
with the regulations of the Stock Exchanges of Sydney and Melbourne, have 
been responsible for a tremendous improvement in the published accounts 
of holding companies. 














Stock Exchange Requirements 
The official list requirements of the Stock Exchanges of Sydney and 






























Melbourne relating to the published accounts of holding companies are 
similar to the provisions of the Victorian Companies Act. ( 

These regulations affect only those companies that applied for listing 
subsequent to the introduction of the regulations, and there are many \ 
companies listed on the Exchanges to whom they do not apply. However, 
in New South Wales (and in Victoria prior to the 1938 Act) the Stock t 
Exchange requirements have contributed to the advance towards more 
informative accounts, and to some extent they counteract the deficiencies of Be 
the New South Wales Companies Act. iI 
American Requirements ; 

Under the rules of the Securities and Exchange Commission (U.S.A.) f; 
consolidated accounts of the holding company and its subsidiaries are 
required in addition to the separate balance sheet and profit and loss account 
of the holding company. The principles to be applied in effecting the 
consolidation of the accounts are prescribed, but the holding company 1s : 
permitted very wide discretion in determining which subsidiaries shall be 
included in the consolidation. The instructions provide that “the registrant 
(i.e., the holding company) shall follow in this consolidated statement that a 
prinicple of inclusion or exclusion which, in the opinion of the registrant, : 
will most clearly exhibit the financial condition and results of the operations a 
of the registrant and its subsidiaries.” 

This flexible provision permits the holding company to consolidate certail pe 
subsidiaries, or consolidate only some subsidiaries, or not to consolidate a th 
all. A further provision calls for the submission of separate accounts for - 
each unconsolidated subsidiary, but in lieu of separate statements one statt “- 
ment consolidating subsidiaries in one or more group may be submitted * 
In determining which subsidiaries to consolidate the deciding factor should are 
be, to present the accounts so that they will most clearly exhibit the finand - 





condition and results of the operations. 
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Recommendations of the Institute of Chartered Accountants in England and 
Wales 

The Council of the Institute of Chartered Accountants in England and 
Wales recentl} made the following pronouncement which it was hoped would 
be “helpful to members in advising, in appropriate cases, as to what is 
regarded as the best practice.” 

“Where a company holds a direct or indirect controlling interest in another 
company or companies (referred to in this memorandum as “subsidiary 
undertakings”) a true appreciation of the financial position and the trend 
of results of the group as a whole can be made only if the accounts of the 
holding company as a separate legal entity take into account or are sup- 
plemented by information as to the financial position and results of the 
subsidiary undertakings. 

The following are three methods of disclosing this supplemental informa- 
tion. Each has its own value and limitations. The first and second methods 
are suitable only in special cases. . 

Method (1): To submit copies of the accounts of each of the subsidiary 
undertakings. 

This method is suitable only where it is desired to focus attention on the 
financial position and earnings of each component of the group. It is 
impracticable where the companies are numerous and, in all but the simplest 
cases, the shareholders of the holding company could not obtain a true 
view of the group as a whole without considerable explanation of inter- 
company relations. 

Method (2): To submit statements of the consolidated assets and 
liabilities and of the aggregate earnings of the subsidiary undertakings as 
distinct from those of the holding company. 

This method is of value where it is desired to show the underlying assets 
which represent the investment of the holding company in its subsidiary 
undertakings, or particular groups of them, and also the earnings attributable 
thereto. 

Note.—As regards methods (1) and (2), if the holding company trades 
extensively with or through its subsidiary undertakings, the disclosed earn- 
ings of the subsidiary undertakings may not by themselves be a true 
criterion of the real value of the holding company’s interests in such under- 
takings; in such circumstances their value cannot be assessed separately 
from the value of the group undertaking as a whole. 

Method (3): To submit a consolidated balance sheet and a consolidated 
profit and loss account of the holding company and of its subsidiary under- 
takings treated as one group. 

This method is the most suitable for general application. 

It must, however, be remembered that a consolidated balance sheet is not 
a record of the assets and liabilities of a legal entity and that the liabilities 
of each company in the group are payable only out of its own assets and not 
out of the combined assets of the group. Also, there may be special cases 
where it may be impracticable or inappropriate to include the figures of a 
particular subsidiary undertaking in the consolidation. This applies especially 
in the case of subsidiary undertakings operating overseas where, apart from 
the temporary difficulty of enemy occupation, there may be restrictions on 
exchange. 

A consolidated profit and loss account does not suffer to the same extent 
from these limitations and, subject to any necessary explanations, the 
aggregate results of the group as a whole can be stated. Such disclosure is 
important even if for any reason the publication of a complete consolidated 
balance sheet is impracticable or inappropriate. 
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Recommendations: 

It is therefore recommended that in the case of every holding company: 

1. With the published accounts, statements should be submitted in the 
form of a consolidated balance sheet and consolidated profit and loss account 
or in such other form as will enable the shareholders to obtain a clear view 
of the financial position and earnings of the group as a whole. 

2. Every consolidated statement should indicate: 

(a) The nature and measure of control adopted as a basis for the in- 

clusion of subsidiary undertakings. 

(b) The reasons for the non-inclusion of any subsidiary undertakings 
which would normally be included on the basis adopted for the 
group. 

The procedure adopted in cases where the accounts of subsidiary 
undertakings are not made up to the same date as the accounts of 
_ the holding company. 

(d) In the case of subsidiary companies operating overseas, if relatively 
important, the basis taken for the conversion of foreign currencies as 
affecting assets, liabilities and earnings. 

3. The consolidated balance sheet should exclude inter-company items and 
should show the combined resources of the group and its liabilities and 
assets, aggregated under suitable headings. It should distinguish between 
capital reserves not normally regarded as available for distribution and 
revenue reserves, including those which would be available for distribution 
as dividends by the holding company if brought into its accounts. It should 
also show the interests of outside shareholders in the capital and reserves 
of the subsidiary undertakings and, under a separate heading, the interests 
of the group in subsidiary undertakings which have not been consolidated. 

4. The consolidated profit and loss account, or other information given 
as to the earnings of the group, should disclose the aggregate results of 
the group for the period covered by the accounts, after eliminating the 
effect of inter-company transactions. It should be in such a form that these 
aggregate results may readily be reconciled with those shown by the profit 
and loss account of the holding company, in which should be stated 
separately the aggregate amount included in respect of subsidiary under- 
takings whose accounts have not been consolidated. 

The following, inter alia, should be separately stated :— 

(a) The aggregate results of any subsidiary undertakings, the balance 










(c 



































sheets of which have not been included in the consolidation. I 
(b) The portion of the aggregate net results attributable to outside share- 
holders’ interests in the subsidiary undertakings. p 
(c) The portion of the consolidated net results attributable to the holding vi 
company’s interest which remains in the accounts of consolidated at 
subsidiary undertakings or the amount by which the dividends from 
such subsidiary undertakings exceed the holding company’s share of L 
their earnings for the period. 
5. Profits earned and losses incurred by subsidiary undertakings prior . 
to the acquisition by the holding company of the shares to which they are we 
attributable should be viewed as being of a capital nature from the stand- th 
point of the holding company. Such pre-acquisition profits (whether received f 
in dividend or not) should therefore not be brought into account as being he 
available for distribution in dividend by the holding company.” - 
This is the most important statement made in the British Empire in - 
regard to the best methods of presenting the accounts of holding companies, on 
and it serves as a useful guide to accountants and others, both in Great “1 





Britain and elsewhere. 
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Control and Cost Co-ordination 


VoucHING For Accounts PAYABLE 
By K. H. THOMAS, A.F.1.A., A.C.A.A. 


A brief comment was made regarding Expense Vouchers in a previous 
article dealing with “Clearing Accounts.” This present article deals more 
fully with the use of expense vouchers in connection with payment of claims 
and the costing of services. 

As services represent part only of the purchases of a business it is necessary 
to consider expense vouchers in conjunction with purchase vouchers as a 
whole. The procedure in connection with store and expense recording of 
purchases will be considered on the basis of a set of instructions for the 
various sections concerned. The system as set out is capable of modification 
to suit individual cases. 

Many firms post ledgers direct from the claims when paid, or from the 
purchases journal. Accrued liabilities are not considered except at the end 
of the year for balance sheet purposes. This may be quite satisfactory for 
a small business, but the time lag between receipt of goods or services and 
the payment is only one disadvantage. By introducing a voucher system for 
recording each purchase item, details can be recorded as soon as delivery is 
made. Store vouching, by means of a Stores Log, or by the use of orders with 
delivery notes attached, is a common practice. Practical experience with the 
use of various methods causes me to recommend the use of a standard size 
receipt voucher for each store or service received. The use of a columnar 
dissection sheet for expense items in accounts paid is limited in its scope, but 
expense vouchers provide the cost section with much greater detail. They 
can be coded and sorted as required. Maintenance details for each item of 
plant can be extracted, assuming machines are not all serviced by the factory 
maintenance staff but are sent out for overhaul, in some cases. 


Account Groups 
Four main groups of accounts payable can be recognised : 
(1) Dividends and other capital distribution. 
(2) Labour payments—wages and salaries. 
(3) Purchases of services—including repairs. 
(4) Purchase of goods—stores and plant. 


Dividends 


As this expenditure does not concern the manufacturing costs it is not 
proposed to elaborate on this group. Dividend warrants or some type of 
voucher will be necessary, but there is no problem regarding proof of delivery 
and so on to goncern the paying officer. 

Labour 

_ The debit entries for wages and salaries are based on the gross pay, and 
it is necessary to’ dissect the employees’ time or piece rate cards for cost 
analysis. On the other hand, credit entries are based upon the financial 
split up of the total pay, between actual cash paid and the various deductions. 
The weekly pay summary will be all that is necessary to vouch the accounts 
for drawing the pay cheque (or for reimbursement of the Wages Imprest 
Account, if this is in use). Provided taxation and other deductions are dealt 
with promptly, the summary sheet will be all that is necessary to check these 
payments. However, as such matters occur as cancellation of deductions, 
transfers from one deduction group to another, and so on, it is more satis- 
lactory to institute independent vouchers in the pay section for each item. 
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A special pay voucher for normal pay may not be necessary, as stated. 
However, if introduced, it may take the form of Voucher “A” shown below. 
Some pay adjustments are illustrated in Voucher “B,” shown below. 





A 
PAY EXPENSE VOUCHER No. P.217 


Wages | 2/7/42 





Details Refce. Dr. 





COSTS: Factory A s. 8763.2 | 943 
Factory B 9012.3 |1024 
Auxiliaries 2417.2 | 276 


Paid, etc. 





RECOVERABLE See Voucher R62 6 2 11 10, 0 

A/c No. | SUSPENSE Unclaimed Wages Paid 100 (14) 3 
650 { Bank Drawings 
632 | Cheques Payable 
720 PAYABLE | Warton (see Dr.P219) 18 


NNN 


690 War Loan 
721 Rent 





Made out 6/7/42 A. Smith, Pay Clerk 


Cleared 18/7/42 B. Jones, A/cs. Paid 











Voucher A: Extracted from pay summary sheets 
Items 1-3: Hours and cash to agree with cost dissection of pay cards. 
4: Services Recoverable Voucher also made out. 
5: Finance Adjustment only—does not affect Costs. 
6-10: Vouches the expenditure by account paying section. Account 


? ; . . "€ 
Number and payment date inserted when vouching claims. wm 














PAY EXPENSE VOUCHER No. P 219 tin 
Sin 
Wages Pay Credit Adjustments w/e Date 2/7/42 all 
Th 
Cost Code Details Refce. Dr. . an 
nee : = led 
COSTS Leave Cancelled Hrs. 66 
1062 Empl. Nos. 216, 743 , 
Overpaid Wages: C. Brown an 
3016 Sec. 6 Maintenance anc 
RECOVERABLE Cash Receipts State No wil 
SUSPENSE Unclaimed Wages ¢ tote 
Forfeited Wages ; tot: 
PAYABLE Taxation I 
pos 
any 
not 
C 
7 -_ ‘ and 
Made out 10/7/42 A. Smith, Pay Clerk 
. MUuc 
Cleared 18/7/42 B. Jones, A/cs. Payable 











Voucher B: Summary of pay adjustments. _ 
Items 1, 2: Credits to Costs as per Cost Codes indicated. 
3: Will be cleared by Cash Receipts Statement. 
4,5: Finance adjustment only. 
}: Vouches net payment in combination with A8. Account Number 
and payment date inserted when Vouching Claim. 
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Services 

Services may be considered under two headings for the purposes of this 
discussion: all services which originate through the plant and stores form 
one section, and those otherwise received a second section. 

Although cartage and freight originate with the stores received or for- 
warded, they must be considered separately from repair and maintenance 
charges, which are linked with the receipt of a specific item of plant or stores, 
returned to the factory. Cartage and freight affect the landed cost of goods 
inward, or form part of the sales expenses. The value of a machine is not 
altered by the raising of charges for maintenance. 


Goods 

Separate groups of vouchers should be used for plant and for stores. Stores 
may further be divided into raw materials, general supplies, tools, and so on, 
as most convenient for individual requirements. It is often difficult to arrive 
at any satisfactory figure for services prior to receipt of the claim, but the 
majority of goods received can be priced as soon as received. Nowadays the 
problem of “Cost Plus” does arise, but the use of standard prices can be 
adopted, which will be within a reasonable distance of the actual cost. 

In considering the question of standard prices, the use of expense vouchers 
to take up the price variance will be considered when discussing the actual 
passing of the claims received. 


General 

Before detailing actual procedure in operation at one factory it may be of 
interest to quote a few opinions of clerks dealing with vouchers. 

Accounts Clerk: The fact that a voucher must exist for each payment gives 
a comfortable feeling. There is little chance of duplicating a payment, and 
we have a ready reference for any later inquiry. 

Cost Clerk: I can get all the information I want without having to wade 
through a big batch of accounts for more detail. Sorting into cost codes is 
simple, even if the Powers machine is not available. The expense voucher 
allows for any accrued expense, even though an estimate may be needed. 
The small difference can be taken up next cost period without really making 
any appreciable difference to unit costs. It cuts out the need for sundry 
ledger accounts for “Provisions for this and that.” 

Stores Posting Clerk: The vouchers can be sorted into stores code groups, 
and the stock records posted in order. It cuts down the number of entries, 
and saves much jumping about from one ledger section to another. 

Creditors Ledger Clerk: Copies of vouchers can be sorted alphabetically 
without trouble, and so save much posting time. Having an independent 
total of vouchers, covering stores and expense, I can get a safe check on my 
totals, by agreeing with stores and expense totals. 

Plant Ledger: Full details of plant received are on the voucher. After 
posting they can be bound in order, and provide a ready, reference book at 
any later date. There is no need to examine the claims, many of which do 
not affect the plant costs. 

Control Ledger: Machine lists are available from each section concerned, 
and there is no doubt about the total purchases because of the scope for so 
much internal check. 


Specimen Vouchers 
rhe specimen vouchers illustrated in this article have as far as possible 


been standardised. Ruling is similar, and also much of the printing thereon. 
This will be an advantage in cases where the quantity of different types of 
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vouchers is not sufficient to warrant separate printing. A standard form can 
be used, and the minor differences of headings, etc., can be either over- 
printed or dealt with by a rubber stamp. 

The debit and credit columns are not essential, but they may be found of 
help in avoiding misposting. 

Data on vouchers may be considered under two headings: 


Originating data—filled in to cescribe and price the item; 
Clearing data—filled in when th~ voucher has been cleared. 


Originating data will be similar on all copies of vouchers. Clearing data 
will be inserted by the office section concerned. As this articlé primarily 
deals with the accounts payable section, the accompanying illustrations 
normally show the notations ing to payments, wherever applicable. 
Originating data and ciearing data are distinguished by different type. 

In practice it will be found that vouchers measuring about 8” x 5” or 
74” x 44” are necessary. Space is needed for the large writer to insert all 
relevant data. 


RECORDING PROCEDURE 


Main Store 

Goods sent off area: All goods sent out for sale will be covered by a sales 
voucher. All other goods sent out must be covered by an “Advice of 
Charge,” such goods being temporarily in charge of the receiving firm. This 
will include store items sent out as patterns and samples, and plant and 
machinery sent out for repair or overhaul. In the former case, return of 
goods will be covered by an “Advice of Credit Charge” docket or voucher. 
In the latter case, expense vouchers must also be made out in readiness for 


payment of the account. For this purpose vouchers have been bound so that 
carbon copies provide a Credit Charge Invoice, and two copies of an Expense 
Voucher, in one operation. 





Cc. 
CREDIT ADVICE OF CHARGE 


e Returned from A.B.C. Ltd. 





Details Order No. 





Sent out on A.O.C. 33 124 
Returned after Repairs 


Lathe No. 





Debited to Pool 





Made out 4/7/42 A. Mill, Storeman 





Cleared 7/7/42 L. Line, A.D.C. Ledge 





Voucher C: Original of Voucher D. Price of Goods returned inserted by stores 
office, and ledger adjustments made. Repair Voucher (D) to 
Paying Section. 
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REPAIR EXPENSE VOUCHER 


Returned from A.B.C. Ltd. 





Details Order No. 





| COSTS: Sent out on A.O.C. 33 
Returned after Repairs 


Bic Lathe No... 


Claim Received 15/7/42 


564 PAYABLE: Cred. Ref. R605 





Made out 4/7/42 A. Mill, Storeman 





Cleared 16/7/42 B. Jones, Alcs. Paid 








Voucher D: Duplicate of C. 
Item 1: Price of Repairs inserted when ascertained. 
2: Vouching account paid. 


Deliveries of goods: Separate books of Goods Received Vouchers will be 
kept for each store group, and for plant. Deliveries will be checked against 
cart notes, and against orders. The appropriate Goods Received Voucher 
will be made out after such check. In the case of own goods returned after 
repair, etc., the recording will be on the combined Credit Charge Invoice and 
Repair Expense Voucher above mentioned. In the other case of returns of 
goods sent out for sale, however, a Credit Sales Voucher will be required, 
in order that the debtors, and not the creditors, section will receive the advice. 
If a Receipt Voucher is made out from the wrong book—e.g., stores instead 
of plant—a credit voucher must be made cancelling this voucher, and the 
correct book used. This allows each ledger clerk to receive all invoices in 
one sequence group, and to keep ready tally of any missing invoices. Experi- 
ence has shown that such cancellation and rewriting keeps a better control 
than when the voucher from the stores book is handed over to the plant ledger. 
It has also been found simpler to deal with transfers between stores and plant 
by debit and credit vouchers, rather than by journal entries and accompanying 
schedules, except in special cases. The abnormal form is often overlooked, 
but the standard voucher is not missed out so readily. 


Forwarding: The order number, date of receipt, delivery ticket or cart note 
number, and description of goods must be shown on the voucher. They must 
be forwarded daily to the store record section in the office. Any queries on 
— if not cleared up within a day, must be referred on to the Stores 

cer. 
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PLANT GOODS RECEIVED VOUCHER G 1994 


Supplier Machines Ltd. Date 4/7/42 





Ledger Code Details | Order No. Dr. 





L6/4 | 1 XYZ Lathe, Turret 








I ai rciirtictctiancidissiits 





Alc. No. | 


Claim Received 16/7/42 
730 PAYABLE: Creditors Refce. M63 
See adjusting G.R.V. No. 2146 
for detail of 5 10) 0 


555 |10| 0| 555 |10) 6 





Made out 4/7/42 A. Mill, Storeman 





Cleared 18/7/42 B. Jones, Ajcs. Paid 








Voucher E: Made out by receiving storeman—full description. 
Item 1: Price inserted by stores office, tentative price when necessary. 
2: Recorded by Paying Section. 
Price Adjustment made out on Goods Received Voucher—by Paying 
Section and referred to plant section. 





METALS GOODS RECEIVED VOUCHER G 2857 


Supplier L.M. Cotton & Co. Ltd. Date 17/7/42 





Ledger Code | Details Order No. Dr. 








| X Tons copper. 234 
M 3/56 





Standard rate... ‘ | | 
per ton 1600 





A/c No. | 
| Claim Received 29/7/42 


| 
846 | PAYABLE: Cred. Refce. 65C. 
| Variance E. Vchr. Credit 
No. V149 made for 


| 1600) . | . |1600 





Made out 18/7/42 A. Mill, Storeman 
Cleared 31/7/42 B. Jones, A/cs. Paid 











Voucher F: Made out by receiving storeman. 
Item 1: Priced at Standard Rate by stores office. 
2: Recorded by Paying Section. 
3: Expense Voucher made out for price variance for direct charge to 
costs or to Suspense (see H). 
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Store Records 

Receiving: All vouchers will be received first by the Store Records. Advice 
of Charge and Advice of Credit Vouchers are recorded in a special ledger, 
but remain a charge to stores or plant in control records. 

Receipt Vouchers will be priced and extended. Expense Vouchers will 
be priced wherever possible, in accordance with the order. However, as it is 
not possible to obtain a specific quotation for such services in advance, except 
in a few cases, this will not always be done. 

All pricing must be inserted on both copies of the voucher by use of carbon 
paper at the same time. More than one case had been found, prior to insisting 
upon this simple rule, where extensions of copies of vouchers independently 
provided different amounts, due to fractional prices and calculating discounts. 
No alteration may be made to either copy of the voucher once they are 
separated. If any adjustment is necessary, an adjusting voucher must be 
made out, marked “Adjustment of price only.” It is pointed out that, as 
each batch of priced vouchers is prelisted, it is just as bad to alter both copies 
as to alter one, as the change in amount will not appear in the machine list, 
which has already been recorded in the control sheet for purchases. There- 
fore, it is repeated, once separated, do not alter. 

Recording: Both copies of Expense Vouchers, priced or unpriced, and one 
copy of Goods Receipt Vouchers, priced, are forwarded to the creditors’ 
accounts paying section. The other copy of the receipt voucher will be used 
as posting medium for the store record cards or ledger. As previously men- 
tioned, these vouchers can first be sorted into order. Plant Vouchers are 
forwarded to the plant ledger section for posting in a similar manner. 





G. 
SERVICES EXPENSE VOUCHER 


Supplier Universal Carriers Date 





Details b Dr. 





COSTS : Cartage on Lathe 
Serial No. 16A returned after 
1079 repair O/No. 





Alc. No. | RECOVERABLE : Ctge. outward, O/No. 
See Serv. Recov. 
Vchr. (Deliv. Tkt. 
169) 


PAYABLE : Claim Creditors Refce. 
Passed 














Made out 15/7/42 M. Brown, Exp. Examiner 





Cleared 18/7/42 B. Jones, A/cs. Payable 








Voucher G: Made out as service ascertained. 
Cost inserted from claim or estimated if not claimed. 
Item 1: Debited to Production as per Cost Code indicated. 
Note that cartage inward on a new plant item would be allowed for 
on a Goods Received Voucher. 
Being recoverable is dealt with for claim outward—See K. 
Details inserted when passed for payment. 


(To be continued) 
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Engineering Economic Analysis, by Clarence E. Bullinger, pp. 359, £1/10/-. 
(McGraw-Hill Book Company, Inc., New York.) 


This book will be welcomed by accountants who are particularly interested 
in engineering. As the title of the book suggests, this treatise is designed to 
give an understanding of the economics of engineering project analysis. 

Professor Clarence Bullinger, of the Pennsylvania State College, in the 
preface, says: “The economic analysis of the project will, in general, consist 
of three separate yet definitely related analyses. The economy analysis 
will attempt to discover the worthwhileness of the project in terms of yield 
on the investment. The intangible analysis will attempt to discover the 
worthwhileness in terms of those factors which are difficult to evaluate 
because the factors of human judgment enter largely into their evaluation. 
The financial analysis will deal with the problem of providing funds with 
which to make the project possible.” 

More and more cost accountants are realising the necessity of having an 
appreciation of technical matters. Not only does Engineering Economic 
Analysis give the reader an understanding of the economic factors which 
are present in the engineering process, but it also provides numerous 
mathematical formulae which will assist the accountant in measuring the 


underlying influences. 
R. E. MASKELL. 





The Principles and Practice of Cost Accounting. W. Scott. (The Law 


Book Co. of Australasia Pty. Ltd.) £3/3/-. 


This is the most comprehensive text book on Cost Accountancy so far 
produced by an Australian authority ; and it compares very favourably with 
some of the best American works both as to matter and manner of pre- 
sentation. This book can be recommended with complete confidence to 
students of Cost Accountancy preparing for the final examinations of the 
various institutes, and to working accountants needing a well-indexed com- 
pendium covering every aspect of costing procedure. 

Because the excellent appendix comprises sixteen chapters devoted to 
the costing of munitions contracts, the book can be recommended with equal 
confidence to business executives, also to proprietors of enterprises engaged 
in this class of work. The outlines of the necessary records and costing 
procedures for a small engineering shop and for a large engineering works 
are capable of adaptation to other enterprises, and the final chapter on the 
change-over to post-war conditions should be of great interest to executives 
and proprietors alike. 

Part one of the text deals exhaustively with the general procedures of 
accounting control over the three elements of cost—material, labour and 
factory expense. Pleasing features of the text are the skilful manner in 
which diagrams have been used to present clear summaries of the flow 
of costs, and the carefully worked examples complete with journal entries 
and ledger postings. Attention has. been given to marketing and adminis- 
tration costs, and to by-product and joint-product costs. In discussing 
inventory valuations, the author should perhaps have warned the student 
that the “golden rule,” based on the doctrine of conservatism, can be 
responsible for profit-distortion, and that in the light of recent thinking it 
has in fact assumed a somewhat tarnished appearance. 
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Part two provides a very comprehensive treatment of standard costs, and 
gives detailed consideration to the vexed question of the disposition of 
quantity and price variations at the close of the accounting period. Three 
chapters have been included on basic standard costs; and, though in Aus- 
tralia at the present time this topic is perhaps not receiving the attention 
it merits, the inclusion of these chapters is in keeping with the painstaking 
thoroughness of the survey undertaken by the author. 

In part three, the emphasis is on Cost Accountancy (the field of know- 
ledge) as distinct from Cost Accounting (the procedures applied). The 
author is to be complimented on his lucid treatment of Normal Capacity 
(Ch. 31). This topic is little understood by many accountants and business 
executives; and too much emphasis cannot be placed on the importance 
of this chapter. It would be interesting if, in a future edition, the author 
would relate this to Ch. 34 on Uniform Cost Accounting, and perhaps to 
Ch. 32 on Profit Factors and Differential Costs, in a theoretical discussion 
on rationalization in some specific industry or industries. 

Part three contains an excellent chapter on Interest as an Element of Cost, 
in addition to chapters on Time and Motion Study, Production Planning 
and Control, and Quality Control. In the chapter on Depreciation and 
Amortization, which is handled with the painstaking attention to detail and 
thoroughness pervading the book, greater emphasis might perhaps have 
been placed on the importance of correctly estimating the amount to be 
charged against current production. Students are apt to regard refinement 
of method as of greater importance than the fundamental, and usually much 
more difficult, procedure of obtaining from the technicians reliable estimates 
of the anticipated productive capacity of various fixed assets. 

In conclusion, it can be said again that this is an outstandingly good text 


which should be in the possession of all who are interested in Cost 
Accountancy. 


FRANK Downes. 





Board of Review Decisions 


The Commonwealth Taxation Board of Review has just published the 
10th volume of summaries of its decisions on taxation matters. 

The volume contains 499 pages of text and includes a table of cases cited 
and a full index. 

The largest section of the volume is devoted to decisions on claims for 
deductions in respect of bad debts, remuneration of company directors, gifts 
to public benevolent institutions, interest on borrowed moneys, legal ex- 
penses, travelling expenses and losses, etc. In another section cases involving 
the question whether particular receipts are income or capital are sum- 
marized under various headings. There are also sections dealing with 
avoidance of tax, undistributed income of private companies, exempt income, 
incidence of tax, source of income and rebate of tax. 

Other sections, which constitute a new feature and enlarge the scope of 
the publication, deal with War-time (Company) Tax, Sales Tax, Pay-roll 
Tax, Gift Duty and Flour Tax. ; 

The book includes 157 cases, the summaries of which contain statements 
of principle and of the reasons given by the Board in arriving at its decisions. 
As the activities of the Board embrace a far greater number of taxation 
cases than come before the Courts, Volume 10, like its predecessors, should 
be of very considerable interest and assistance to business men, accountants 
and taxation specialists. Copies of the volume are on sale at the Taxation 
Department. Price, 15/-. 
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The Valuation of Stock-in-trade in Balance Sheets 


By Frank L. Horn 
The “Golden Rule” 

A student of accountancy who finds in his examination papers the question: 
“How should stock-in-trade be valued for balance sheet purposes?” usually 
thinks himself lucky to have struck such an easy problem. He has his answer 
pat: “At cost or at replacement price, whichever the lower.” 

Many a practising accountant will agree with him that this is an accurate, 
comprehensive and clear statement of the principle involved. So well estab- 
lished has the above formulation become that it is generally called the 
“Golden Rule” of inventory valuation. But a little study shows that the 
problems raised by its application in practice which are so airily dismissed 
in most text-books are, in fact, most complicated and require careful elucida- 
tion. Many a professional accountant evades the issue by leaving the matter 
of inventory valuation entirely in the hands of the client, knowing that 
according to the well-known legal dicta it is not his duty to take or value 
stock. But F. R. M. De Paula, 0.8.£.,! the eminent British authority, rightly 
states : 

“Accountants cannot dictate to the business world the exact basis of 
inventory valuation, but it is, I submit, very desirable that the profession 
should enunciate the basic principles.” 

Since this was said (in 1937), it has become clearer, from day to day, that 
planning has come to stay. Whatever form the post-war world will take, 
it seems now to be a matter of universal agreement that absolutely unfettered 
private enterprise is a thing of the past (if it ever existed), and that either 
voluntarily or compulsorily business will have to submit to certain plans 
worked out either by the entrepreneurs themselves or by some other authority. 
In this connection, it is one of the major tasks of the accountancy profession 
to provide the planners with the tools with which the blueprints will be 
fashioned. Standardisation of business statistics is essential, and business 
statistics based on balance sheets are among the more important implements 
in the planners’ tool-box. The more reliable and the clearer defined the 
information given in balance sheets and other published accounts is, the 
less necessary it will be for the planners and supervisors to snoop into the 
internal affairs of business management. It is, therefore, in the interests of 
business and of the accountancy profession alike to come to an understanding 
about terms and meanings. 

In the following, an attempt is made to interpret the “Golden Rule” and 
to show where it is applicable and where other principles must prevail. 
The “Golden Rule” has all the advantages and disadvantages of a simple 
rule for a complicated matter. In the majority of cases it is easy to apply, 
but it does not make provision for exceptional cases. Its theoretical validity 
is doubtful, and it has found many opponents. But where it is applied a 
discerning judge of accounts will know which conclusions he may draw and 
which conclusions he cannot obtain. He will know that he may be sure that 
no unrealised profits in regard to stock have been taken, and that provision 
for inventory losses has been made. He will also be aware that he cannot 
expect any information as to the “present-day” or “break-up” value of the 
inventory. He will know that the figure given for “cost of goods sold” or 
for “gross profit” may include, apart from realised trading results, also 
unrealised inventory losses. 

After having come to an understanding as to some basic principles, we 
shall investigate the precise meaning of “cost” and give a brief survey of 
the rather thorny question of “mixed stocks.” We will then turn our eyes 
to the meaning of replacement or market value, and finally a few words will 
be said about alternative rules and methods. 





tion : 
sually 
\swer 


Irate, 
stab- 
| the 
t the 
issed 
cida- 
atter 

that 
value 
ghtly 


is of 
ssion 


that 
take, 
tered 
ither 
plans 
rity. 
ssion 
ll be 
iness 
rents 
. the 
the 
» the 
ts of 
ding 


and 
vail. 
mple 
ply, 
idity 
ed a 
and 
that 
sion 
nnot 
the 
” or 
also 


we 
y of 
eyes 
will 


1945 THE AUSTRALIAN ACCOUNTANT 35 


Some Axioms of Accountancy 

One of the basic axioms of accountancy which is, more or less, tacitly 
accepted by the profession can be formulated as follows: 

“Losses should be borne wherever possible by the period in which the 
operations causing the losses have been initiated. Profits should be borne by 
the period in which the operations causing the profits have been terminated.” 

As we live in an era of slogans, we could phrase this axiom—conscious 
of the vagueness of any slogan—‘Provide early for losses, take profits late” ; 
or, still more concisely—‘“Estimate loss, ascertain profit.” 

The foundation of this principle is the idea that the ascertained (or as it 
is often called, the disclosed) profits of an undertaking should be divisible 
at the discretion of the owners, and that any such distribution shall leave 
the capital of an undertaking unimpaired. Like no man should :-be deemed 
happy before his end, so no business operation should be called profitable 
before its successful conclusion. 

In the case of a “sale of goods” it is a further convention of accounting 
that this “operation” begins with the purchase of the goods or of the raw 
materials which are ultimately turned into the goods, and that it ends when 
the stock is converted into “accounts payable” or cash. This means that as 
long as the stock is not invoiced to a customer, no profit may be taken in 
its respect. As R. C. Montgomery,? an American authority, points out, this 
is a mere convention, as there is no real good reason for this assumption 
except convenience ; for when a firm sales contract has been concluded with 
a good customer in respect of stock on hand, it is difficult to see why no 
profit should be taken upon the operation, which might be paid long before 
a doubtful account for goods delivered is settled. However, from a technical 
point of view, the rule is quite convenient. 

Another matter we must mention before we go into “medias res” 
is the convention that the valuation of inventory shown in the balance sheet 
has to agree with the figure used for the ascertainment of the gross profit. 
The result is that the “cost of goods sold” is a “hybrid containing cost of 
some goods sold, something less than original cost of other goods sold, 
together with a loss taken on goods not yet sold at all.’”* It would be quite 
feasible to avoid this state of affairs by introducing a separation of “inventory 
losses” from “trading results.” Wherever we include certain costs in the 
“cost” of stock, such expenditure forms a charge against the trading or 
manufacturing account, and wherever we exclude other expense items as not 
belonging to the “cost,” such items are a charge against the P. & L. account. 

It follows that “inventory valuation” is not merely a problem which recurs 
only once every financial year. The accountant in charge of the books of a 
business undertaking must be continuously aware of the matter. The 
principles and rules which each undertaking chooses for itself are best laid 
down in the beginning of a period so that costs can be allocated to proper 
accounts, and thus much labour saved, at the end of the year. 


The Cost Price of Trading Goods 

R. C. Montgomery‘ gives us the following definition: “Costs of a specific 
purchased article is generally understood to mean its invoice price plus duties 
and transportation charges required for its delivery to the point where it 
will be sold or used.” 

Let us assume a trader buys a certain article (the unit of which we shall 
call “A”) from two sources: A New South Wales manufacturer sells it to 
him at, say, 15/- “free buyer’s warehouse Sydney,” and a Victorian maker 
at 14/- “free on board coastal steamer Melbourne.” If the costs of bringing 
A” from Melbourne to the buyer’s warehouse in Sydney are 1/-, it is clear 
that the cost price of “A” is 15/- wherever bought. This illustration is 
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necessary to demonstrate the necessity of adding certain transportation 
charges to the price paid to the vendor. For if our trader would only buy 
from the Victorian factory, there is no reason why he should value his stock 
in his Sydney warehouse in a different way than the buyer from two sources, 
The addition of freight and other expenses to the cost price of an article 
for stocktaking purposes is often referred to as “capitalising the expense.” 
For it means that an expense item is turned into a (temporary) asset item. 
It is the same process which is followed in regard to the well-known “deferred 
expenditure” items in a balance sheet. 

We cannot, however, completely agree with Montgomery’s definition. 
First of all, the point where an article is eventually sold is not always known. 
Secondly, the addition of expenses which have not yet been incurred or 
brought to account at the date of balancing means that it is necessary to 
“accrue” a corresponding liability. Assuming that at the date of stocktaking 
“A” is afloat between Melbourne and Sydney, and the freight bill has not 
yet come to hand, we should have to estimate the freight and cartage from 
harbour to warehouse and debit the “freight inward” account and credit 


“accrued liabilities” (creditors) with the amount. The total net result of | 


the profit and loss account would not be affected, but our work would be 
unnecessarily increased. This is all the more important in the case of goods 
imported from abroad and lying in bond at the date of the balance sheet. 
Custom tariffs are usually rather complex and the assessment of duty a rather 
involved matter, quite apart from the fact that tariffs are subject to sudden 
changes, and the whole calculation might become illusory. Furthermore, in 
some cases, it will be uncertain whether the goods are ultimately to be 
imported or re-exported to other countries. 

We are insisting upon these points at some length as while they may be 
self-evident for the thinking accountant, others not so skilled are apt to 
overlook the necessity of co-ordinating their expense accounts with their 
cost valuation of stock. 

We propose as substitute for the above definition the following: “Cost 
of a specific purchased article (trading goods) means usually the price paid 
to the vendor plus the normal cost of bringing the goods to their present 
location.” 

In the light of this definition, we shall now consider the various items— 
partly expenses, partly allowances—which may affect the cost of trading 
goods. 

(a) Trade Discounts and Rebates——Trade discounts and rebates are 
granted either generally to all buyers, or to a specified class of buyers or 
upon fulfilment of certain conditions. In the first case, they generally are 
merely a device to simplify matters and to save stationery when price changes 
occur which affect printed price lists. In the second case, sellers make a 
difference whether their buyers are wholesale merchants or retailers or cor- 
sumers, or upon other considerations (for instance, geographical ones). In 
the third case, the discount or the size of the discount is dependent upon 
the quantity bought during a certain period or upon other conditions which 
the individual buyer must fulfil (for instance, buying all his needs in specified 
goods from the seller concerned). In all these cases the trade discount 
represents merely a roundabout way of stating the price, and the figure m 
the invoice at which the quantity bought is extended represents merely an 
“apparent price” which is, in fact, non-existent. The price of such goods 
is the apparent price less trade discount. When at the time of closing the 
accounts the credit for the trade discount has not yet been received, at 
estimate covering not only the stock on hand but all purchases concerned 
during the period must be made. The estimated amount will be debited to 
the suppliers’ accounts and credited td purchases account. Where the trade 
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discount is on a sliding scale dependent on quantities bought and the period 
does not coincide with the accounting, a careful conservative estimate of 
future purchases during the period in question should be made, and the 
resulting rate applied to the purchases received to date gives the amount 
to be passed through the books. 

(b) Cash Discounts—No objection can be raised if this item is disre- 
garded, provided it represents a genuine allowance for early payment. An 
undertaking availing itself of a cash discount does so out of financial 
considerations (as opposed to market considerations), and we are entitled 
to assume that the offer and acceptance of a cash discount forms a separate 
“operation” for which we may take credit at once. Care should be taken, 
however, to distinguish between a genuine cash discount and a mixed “trade 
and cash discount.” It can be said that any discount exceeding 24 per cent. 
cannot be normally called a cash discount. To the extent that this rate is 
exceeded, it should be considered as trade discount and consequently taken in 
diminuation of the cost price. In this connection we may also say that any 
interest charged by a supplier for late payment is, of course, not part 
of the cost of the goods. 

(c) Purchasing Agent’s Commission, Salary and Expenses—When we 
employ a produce broker to buy goods for us, his brokerage forms part of 
the cost price and should be added to it. The same thing applies if we 
employ an agent and reward him on a commission basis. But if we pay him 
a fixed salary we cannot usually apportion his salary to the cost of the various 
purchases he has made, mainly because of the difficulty of finding a proper 
basis of allocation. If he is paid a salary as well as commission, we might 
ignore the former and take into account the latter, although there is no 
logical reason for this. Here we meet for the first time the important 
principle of “direct attribution,” which is more a principle of convenience 
than a scientific axiom. It can be formulated as follows: “Only directly 
attributable expenses, i.e., costs which would not have been incurred if the 
particular operation had not taken place, shall be included in the cost price 
of trading goods.” 

(d) Purchasing “Overhead.”—For the same reason as an agent's salary, 
the general expenses of the purchasing department should not be included 
in cost. This also refers to travelling expenses of the principal or employees 
of the business, not even when a particular journey has resulted in the 
purchase of a particular lot. The definition of “directly attributable costs” 
is not reversible. The cost must follow the decision to initiate the operation, 
not precede it. “The particular operation would not have taken place if 
these costs had not been incurred” is not a justification for calling costs 
“directly attributable.” 

(e) Normal and Abnormal Transportation Charges—In our initial 
definition, we stated that the “normal cost of transportation” forms part of 
the cost. It may be difficult to say exactly what “normal costs” are, but as 
an approach to a definition we may call them “the presumptive costs of a 
competitor.” This means in judging whether any costs are normal we should 
consider whether another party, say a competitor, being faced at the same 
time with the problem of obtaining the same result, would have to spend 
as much for the same purpose as we have. That is to say, “normal costs” 
are the actual costs less any costs incurred accidentally through mishaps, 
mistakes or errors of judgment plus any fortuitous saving in cost. But the 
fortuitously saved costs are probably too problematical and in any case too 
fare to merit our attention. On the other hand, the accidentally incurred 
“extra” (abnormal) costs must be considered very carefully, not only in 
tase of trasportation charges but also in all other instances. 
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In respect of transportation, let us assume that our business man has (ig 
the example given above) sent a quantity of “A” first from Melbourne to 
Newcastle, and then, not finding any market there, has shipped the lot to 
Sydney. The total cost of these shipments was 1/6. This means that 6¢ 
represents “extra” cost incurred by an “error of judgment” which we cannot 
presuppose a competitor would make. We would therefore not be entitled 
to value this lot any higher than 15/-. The same consideration applies ina 
case where owing to a genuine mistake the goods were first shipped toa 
wrong place, and also when owing to a mishap not-covered by insurance extra 
costs are incurred, for instance when our lorry bringing the goods from the 
harbour_to our warehouse breaks down and we have to hire another lorry 
and send men down to re-load. 


(f} Customs Duties, Excise, Sales Tax paid upon Purchase or Importation 
and similar Governmental Imposts——As far as these imposts have been 
actually paid or credited at the date of stocktaking, they form definitely par 
of the cost. In the case of floating goods, or goods in bond here or abroat, 
it has already been said that no account need be taken of unknown and unpaid 
charges as this would not affect the result in any way. 


(g) Transport Insurance “Inwards.’—This item of costs if paid by the 
buyer should be included, provided the insurance rate is “normal.” In times 
of war, war risk insurance is “normal,” as anyone who acts with ordinary 
prudence has to pay it. Only when the rate is increased because a ship is 
not an “Al” risk the excess rate should be eliminated from the cost. 


(h) Cost from Dock to Bin.—Goods bought “free buyer’s warehouse” are 
usually deemed to be bought with the stipulation “to be delivered free vehick 
in the unloading dock of buyer’s warehouse.” That is to say, the cost of 
unloading (including the cost of lifting gear) and of placing the goods into 
their proper storage place have to be borne by the buyer. These costs 
form, generally, part of the trader’s general overhead and are not “directly 
attributable.” No account should be taken therefore of such expenses. 


(i) Cost of Weighing and Sampling upon Receipt——These are usually 
small and form part of the costs comprised in the preceding heading. How 
ever, with cheap bulk articles, they might well amount to 1-2% of the total 
cost. In some trades, considerable expense is incurred through the custom 
of supervising the weighing by buyer’s and seller’s representatives on the 
quayside. This is for instance the case in the hide trade where consignments 
are sent often to far outlying ports. This hardly applies to Australian cor- 
ditions, and the circumstances are merely mentioned for completeness sake. 
In principle, the normal cost of weighing and sampling upon receipt form 4 
proper part of the cost of goods. 


(j) Cost of Disputes concerning Quality or Quantity — Under this heading, 
not only the cost of arbitration or of court proceedings are included, but als 
fees paid to experts, chemical analysis, additional wharfage, splitting off of 
bulk samples and subsequent increased cost of forwarding in smaller lots 
and all similar expenses. Here, the inclusion of such expenses would depent 
upon the outcome of the dispute. That is to say, we have to regard the 
dispute as a separate “operation.” If an allowance for inferior quality o 
short weight is finally obtained, the above-mentioned costs should be deducted 
from the ailowance, and only the remainder credited to purchases. If the 
claim fails, the costs must be borne in full by the period when they wert 
incurred. If the dispute is not settled at the time of closing the accounts, 
they might well be debited to a “suspense” account if there is good hope for 
a successful conclusion of the dispute. As to the valuation of the goods, # 
this case the “cost” would not be affected by the dispute, but the “replace 
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ment price” would be reckoned against goods of the inferior quality alleged 
by the buyer. 

(k) Cost of Preparing Storage.—Certain goods require special expenditure 
for their proper storage. Such costs are not part of the cost price of any 
particular lot. If they constitute a permanent “improvement” of the store, 
they might be “capitalised” as such, but this does not concern us here. The 
cost of clearing a space for the reception of the goods, of acquiring, making, 
repairing and cleaning bins are all part of the “overhead” and must not be 
taken into account. Only in the rare case when the value of such preparations 
will be nil once a particular lot has been disposed of, no objection can be 
raised if these costs are added to the price. This might happen, for instance, 
if an undertaking acquires goods in which it does not usually deal (e.g., a 
produce merchant takes in payment of a doubtful debt some cattle for which 
he has to prepare stabling). 


(1) Cost of Maintenance in Store.—Ilf such costs are part of the general 
“overhead” they must not be included. It may be noted that such costs 
exceed, anyway, the scope of our initial definition. We have to mention this 
matter, though, as there are certain cases where such storage costs might be 
properly included. 

Certain goods are placed into storage to provide for future seasonal short- 
ages (e.g., eggs in cold storage). As the selling price in the slack season 
will, normally, be fixed with regard to such storage costs—the conditions 
being the same for the whole trade—there is certain justification for adding 
to the cost price an amount covering the cost of storage to date. 

In doing so, we do not really forego our guiding principle. We can regard 
the storage of such goods as eggs as a “manufacturing process,” for the nature 
of the goods is changed by it. “Cold storage eggs” are not the same as “fresh 
eggs.” The stock on hand constitutes therefore “work-in-progress” and must 
be valued as such. 

Another class of expense is sometimes incurred which some authorities 
believe might be included in cost. Certain grains, for instance, must from 
time to time be turned over to prevent mould. This, of course, involves 
heavy labour or machinery expense. This class of expense is different from 
the case of eggs, as the nature of the grain is not changed. While we might 
call the expenses of storing eggs “terminal storage costs,” we must describe 
the cost of turning grain as “incidental storage costs,” of the same nature as 
if we decided to shift the lot from one place to another merely because we 
have a better use for the first storage place. As “incidental storage costs” 
do nothing to enhance the value of the goods and are presumably not incurred 
by a competitor, we are of the opinion that they should not be included in the 
cost price. 


(m) Interest on Capital locked in Stock.—While evidently outside the 
scope of our definition, it might be useful to say a few words about this 
controversial subject. The businessman when talking of “his cost price” 
means “the cost up to now.” He will, therefore, regard the interest of capital 
locked in stock as a proper part of his cost as he might argue that if he had 
not bought the stock his capital might have earned interest in another way. 
This might be, economically speaking, quite right, but we cannot admit that 
this interest be included in the cost price for inventory valuation purposes. 
As interest on capital of a business is merely part of the profit, any credit 
taken for “unearned interest” would mean an anticipation of profit, which 
is totally abhorrent to us. 

(n) Cost of Stocktaking—This forms clearly part of the overhead of the 
business and should not be included. Even where considerable expense is 
incurred in weighing a particular lot of merchandise, and the expense is there- 
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fore “directly attributable,” such costs are not “normal” and therefore canng 
be included in our cost price. 

(0) Cost of Special Location—This means costs incurred by sendinj 
goods to branches or to agents “on consignment.” If there is a probab 
market for the goods at their present location, these costs will presumab 
be recouped in the selling price and can therefore be included in the co 
price. Where there is, however, no prospect of a market, and the owner 
faced with the necessity of re-shipping the goods to another destination ¢ 
back to his warehouse, not only the costs of “special location” are waste 
but also there will be additional costs for returning or re-forwarding t 
goods. Strict accountancy principles (and sound business policy) requi 
that provision be made for this contingency. This can be done by ignorin 
the “cost of special location” in the valuation for balance sheet purposes ag 
debiting the “purchase” account or a special account “freight inward” ag 
crediting “accrued liabilities’ for the estimated cost of re-shipping. 
“short-cut” giving the same result would be to deduct from the original co 
the cost of re-shipping. To illustrate: A quantity of “A” has been seg 
to Orange at a cost of 6d. There is no market in Orange, and the goods 
have to be brought back. The “cost” of these goods is either 15/- (ignorig 
6d. for sending them away), and an entry is passed as described for 6d., @ 
the goods are valued at 14/6 and no further entry is necessary. 

This matter is, of course, particularly important for export merchants 
respect of unsold goods abroad. 

To summarise our findings up to now, we can make up the following tablé 


Cost Price of Trading Goods for Inventory Purposes 


{ Price charged by vendor. 

Brokerage or commission. 

“Normal” transport charges. 

Duties, etc., as paid. 

Transport insurance. 

Weighing and sampling. 

“Terminal” storage costs. 

Cost of special location, if dee 
recoverable. 

Trade discounts and “excess” 
discounts. 

Allowances by vendor (less any cdf 
of dispute). 

Estimated cost of transport to “nd 
mal” location. 


Add: 


(and charge Trading Account) 





(and credit Trading Account) 


Deduct: ! 


Deduct: 


[ 


Ignore: 


Account ) 


(debit or credit Profit and ss 
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